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America  has  been  surging  into  a  new  era  of  moral  uplift.  It  has 
come  to  recognize  the  inherent  value  of  "good"  operations  in 
business  as  contrasted  with  "bad"  practices.  Top  business  leaders 
from  all  areas  of  activity  publicly  proclaim  that  only  with  moral 
practices  can  business  and  industry  succeed  in  the  long  run. 
However,  it  is  difficult  to  point  directly  to  advances  along  the 
ethical  line. 

With  this  thought  in  mind  the  authors  of  this  volume  banded 
together  to  present  a  useful  volume  that  might  include:  (1)  an 
analysis  of  ethics  (and  particularly  business  ethics),  (2)  a  series 
of  discussions  showing  the  growth  of  ethical  practices  in  their 
own  respective  business  operations,  and  ( 3 )  the  trend  of  business 
ethics  in  general  as  illustrated  by  possible  business  prof  essionaliza- 
tion  and  collegiate  programs  of  business  training.  There  may  be 
some  disagreement  with  this  approach  to  the  problem  for  it  is 
certainly  an  historical  and  analytical  study  rather  than  one  that 
formulates  a  strong  recommendation  for  future  policy.  How- 
ever, the  authors  feel  that  the  steadily  growing  movement  toward 
good  ethics  in  business  is  built  upon  a  sound  foundation  of  past 
practices. 

It  appeared  impractical,  if  not  impossible,  to  try  to  cover  all 
phases  of  business  and  industrial  operation  in  this  volume.  As  a 
result  we  selected  nine  areas  where  a  considerable  degree  of  pub- 
lic contact  was  to  be  found.  Moreover,  the  business  areas  se- 
lected appeared  to  the  editor  to  represent  all  phases  of  business 
and  all  industrial  sizes  in  their  general  makeup. 


vi  Foreword 

By  presenting  the  thoughts  of  business  leaders  on  their  moral 
responsibility  in  business  operations,  we  hope  we  have  made  a 
useful  contribution  in  an  important  field  that  has  not  been  too 
well  explored. 

J.  Whitney  Bunting 
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Ethics  or  moral  responsibility,  as  it  is  sometimes  called,  consists 
of  a  body  of  social  laws  and  theories  that  has  grown  and  evolved 
through  the  ages  from  as  far  back  in  history  as  man  has  recorded 
life.  Man  has  guided  his  actions  by  adherence  to  a  code  of  right- 
eousness that  seemed  to  him  to  be  satisfactory  according  to  envi- 
ronmental conditions.  Although  modern  man  might  not  agree 
with  primitive  man  upon  ethical  principles  nevertheless  primitive 
civilizations  were  as  much  concerned  with  right  or  wrong  actions 
as  modern  ones,  when  the  stage  of  their  mental  and  social  devel- 
opment is  considered.  It  is  necessary  to  realize  that  the  modern 
code  of  ethics  has  evolved  gradually  alongside  the  advances  in 
politics,  philosophy,  religion,  sociology,  and  economics.  To  sepa- 
rate ethics  from  any  of  these  fields  is  to  court  disaster  in  under- 
standing its  impact  upon  daily  living. 

Because  of  the  interrelationship  of  ethical  principles  with  the 
fields  mentioned  above  (as  well  as  with  every  other  facet  of 
human  activity)  it  is  difficult  to  reach  a  commonly  accepted  prac- 
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tical  definition  of  ethics.  A  definition,  to  be  acceptable,  must  re- 
flect the  background  and  experience,  as  well  as  the  social  and 
economic  position,  of  the  person  formulating  it.  Thus,  a  definition 
of  ethics  generally  acceptable  to  religious  groups  might  have  no 
appeal  for  (or  acceptance  by)  a  body  of  business  leaders.  In  fact, 
within  the  field  of  economics  and  business,  there  is  little  uniform- 
ity among  the  different  professions  as  to  a  concept  of  proper 
ethical  standards.  This  factor  tends  to  create  difficulty  in  analyz- 
ing the  true  meaning  of  ethics. 

APPLICATION  OF  REASONING 

Whatever  the  area  under  consideration  may  be,  when  the 
question  of  ethics  is  raised  there  is  a  problem  of  moral  responsi- 
bility. The  anticipated  action  must  be  either  morally  right  or 
morally  wrong,  and  it  is  the  responsibility  of  each  individual  in 
society  to  follow  the  "right"  course.  Thus,  the  student  who  is 
having  difficulty  in  passing  a  college  course  may  have  an  oppor- 
tunity to  get  through  the  subject  by  cheating  during  an  examina- 
tion. From  past  experience  he  has  learned  that  cheating  is  morally 
wrong  and  should  not  be  used.  It  is  up  to  him  to  make  the  proper 
decision  and  follow  the  morally  right  course.  A  similar  case  is  the 
student  who  observes  an  instance  of  cheating  in  the  classroom. 
Should  he  call  attention  to  this  observed  violation  of  proper  stu- 
dent conduct,  or  should  he  allow  the  violation  to  pass  unchal- 
lenged? The  average  student  will  easily  know  in  which  direction 
his  moral  responsibility  lies.  However,  the  action  he  will  take  in 
large  part  is  predicated,  not  upon  genuine  ethical  considerations, 
but  upon  such  extraneous  factors  as  attitude  of  fellow  students, 
fear  of  retaliation,  and  other  conditions.  These  simple  examples 
indicate  two  very  basic  premises  in  any  given  situation  within  this 
area.  First,  although  correct  ethical  procedures  may  be  thor- 
oughly understood,  action  may  be  modified  by  other  factors  that 
assume  greater  importance  in  the  individual's  mind  in  a  given 
situation.  Second,  the  individual  can  best  decide  any  question  of 
moral  responsibility  by  transposing  himself  into  the  central  core 
of  the  problem.  He  must  ask  this  question:  "How  should  I  per- 
sonally act  under  a  substantially  similar  set  of  conditions?" 
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The  fact  that  problems  of  an  ethical  nature  are  considered  in 
this  manner  is  illustrated  by  a  recent  New  England  murder  case 
in  which  a  daughter  shot  and  killed  her  father  who  was  critically 
ill  with  cancer.  Although  the  daughter  freely  admitted  having 
planned  and  committed  the  mercy  killing,  public  opinion  played 
a  part  in  her  acquittal  by  the  jury.  There  is  no  doubt  that  their 
verdict  was  tempered  by  the  unasked  question  in  each  juror's 
mind:  "What  would  I  have  done  if  it  had  been  my  father  who 
was  doomed  to  suffer  for  the  remainder  of  his  life  without  hope  of 
recovery?"  The  resultant  reasoning  was  logical,  and,  although 
legal  standards  required  one  course  of  action,  popular  reasoning 
demanded  another.  There  are  many  other  similar  cases  that  bear 
out  this  point. 

ETHICS  AND  HUMAN  CONDUCT 

A  theory  of  ethics  generally  has  to  do  with  human  conduct. 
It  is  descriptive  of  a  behavior  pattern  that  can  be  either  right  or 
wrong  when  measured  by  generally  accepted  standards  of  the 
day.  For  this  reason,  the  entire  field  of  ethical  thought  is  covered 
by  the  all-inclusive  term  of  "moral  philosophy."  To  serve  prop- 
erly as  a  basis  for  later  discussion  in  this  volume,  general  ethics 
may  be  defined  as:  rThe  art  or  science  of  man's  efforts  to  live  in 
proper  harmonious  relationship  with  other  men,  groups,  or  insti- 
tutions; and  the  study  of  his  moral  responsibility  to  discern  the 
Tightness  or  wrongness  of  his  actions.')  Although  this  definition 
varies  widely  from  many  other  standard  and  accepted  definitions, 
it  does  serve  two  purposes.  It  describes  adequately  the  general 
field  of  ethical  considerations,  and,  at  the  same  time,  places  the 
basic  responsibility  for  ethical  decisions  upon  the  individual  him- 
self. Although  group  action  generally  controls  individual  action 
because  of  the  individual's  fear  of  alienating  large  segments  of  the 
population,  the  decision  as  to  proper  moral  standards  must  always 
lie  deep  within  his  soul.  Furthermore,  within  the  area  of  ethics 
consideration  is  given  not  only  to  actions  or  conditions  as  they 
actually  are  but  also  as  to  what  they  should  be.  This  is  an  ex- 
tremely important  consideration,  setting  the  field  of  moral  phi- 
losophy apart  from  other  sciences,  either  natural  or  social.  As  a 


6  Ethics— a  General  Statement 

population  grows  in  stature  and  accomplishment,  the  result  is  a 
changing  standard  of  moral  values.  This  change  should  always  be 
for  the  better  and  thus  reliance  upon  the  words  should  be  must 
continually  be  stressed. 

TYPES  OF  ETHICAL  THEORY 

Although  this  volume  is  primarily  dedicated  to  a  practical  ap- 
proach to  business  ethics,  it  would  be  sadly  lacking  in  complete- 
ness if  it  did  not  at  least  list  (and  briefly  describe)  the  general 
types  of  moral  thought.  Since  the  problem  of  ethics  has  had  a 
long  and  varied  history,  and,  since  the  interpretations  of  moral 
behavior  have  been  almost  as  numerous  as  the  scholars  in  the  field, 
it  becomes  somewhat  difficult  to  classify  the  varying  schools  of 
thought.  Many  of  the  various  schools,  moreover,  transgress  one 
upon  another  in  describing  or  defining  their  theories  of  moral 
living.  Many  of  the  theories  do  not  directly  pertain  to  business 
ethics,  and  thus  have  little  value  for  a  better  understanding  of  this 
practical  problem.  Basically,  and  without  regard  to  individual  im- 
portance, the  major  schools  of  ethical  and  moral  thought  may  be 
listed  as  follows: 

1.  Christian  ethics 

2.  Naturalism 

3.  Hedonism 

4.  Rationalism 

5.  Humanism 

Each  of  these  schools  strives  to  understand  man's  imperfections 
and  to  provide  proper  guidance  and  direction.  However,  they 
differ  widely  in  their  analysis  of  imperfection  and  in  the  methods 
they  would  use  to  improve  mankind. 

CHRISTIAN  ETHICS 

The  followers  of  this  school  of  thought  hold  strongly  to  the 
concept  that  ethics  or  morality  in  human  beings  springs  directly 
from  the  basic  relations  of  man  with  God.  Thus,  the  omnipotent 
power  of  God  is  closely  related  to  every  man,  and,  according  to 
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perfect  theory,  works  to  control  both  soul  and  reason.  Funda- 
mentally, two  great  concepts  are  the  bulwark  of  Christian  ethical 
belief.  First,  there  is  the  basic  directive  for  all  Christians  to  love 
their  God,  and  second,  to  love  their  neighbors  as  themselves. 
Thus,  assuming  perfect  compliance  with  the  above,  the  Christian 
would  follow  the  fundamental  ethical  truisms  of  the  religious  pat- 
tern. There  could  be  no  immorality  except  among  those  who  did 
not  adhere  to  this  faith.  Furthermore,  the  fact  that  these  basic 
directives  take  the  form  of  a  command  tends  to  develop  within 
the  Christian  mind  a  sense  of  duty.  Since  the  duty  is  associated 
with  the  omnipotent  and  everpresent  power,  then  such  duty  shall 
carry  this  theory  into  business  life,  and  thus,  become  a  strong  fac- 
tor in  practical  business  activity. 

NATURALISM 

The  basic  premise  of  this  school  of  thought  lies  in  the  belief 
that  whatever  is  natural  or  normal  is  right.  Whatever  exists  natu- 
rally is  perfectly  right;  if  it  does  not  exist  naturally,  then  it  is 
wrong.  The  same  idealistic  reason  applies  to  actions.  If  the  actions 
are  performed  as  a  result  of  normal  realistic  behavior,  then  they 
must  be  considered  to  be  ethically  proper.  In  addition,  where  per- 
sons can  be  supporting  either  side  of  a  given  problem,  both  indi- 
viduals may  be  ethically  correct  in  their  choice,  depending  upon 
circumstances,  background,  and  other  factors. 

HEDONISM 

The  hedonistic  school  believes  that  the  acquisition  of  pleasure 
is  the  main  goal  of  human  life.  The  greater  and  more  intense 
pleasure  one  gets  out  of  his  actions,  then  the  more  right  such  ac- 
tions may  be.  If  all  persons  were  driven  by  this  same  urge  and 
actually  achieved  their  goal,  then  society  would  have  the  maxi- 
mum of  good  in  its  make-up.  However,  pleasure  is  a  variable  term 
and  means  different  things  to  different  people.  As  a  result,  it  is 
not  possible  to  predict  the  value  of  this  approach  without  com- 
mon agreement  upon  the  definition  of  pleasure. 
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RATIONALISM 

This  school  of  philosophic  thought  believes  primarily  that  rea- 
son is  right  and  emotion  wrong.  As  a  result,  anyone  who  lives  ac- 
cording to  nature  is  living  an  ethical  life.  Personal  actions  in  a 
given  situation  depend  upon  an  individual's  nature  and  reasoning. 
This  school  allows  great  flexibility  in  interpretation  of  good  or 
bad  conduct.  In  general,  a  person  shall  act  as  he  wishes.  Such  wish 
is  dependent  upon  his  rationalization  process,  and  thus  cannot  be 
wrong.  Strong  emphasis  is  placed  upon  the  individual  in  this 
theory. 

HUMANISM 

The  humanistic  school  has  developed  from  its  early  foundation 
by  such  philosophers  as  Plato,  Cato,  and  Aristotle.  Its  basic  prin- 
ciple is  the  assumption  of  the  supreme  goodness  to  be  found  in 
man.  Furthermore,  this  group  stresses  the  fact  that,  since  world 
affairs,  as  well  as  state  and  local,  are  dependent  upon  the  actions 
and  virtues  of  man,  then  the  control  of  ethical  life  is  vested  in  the 
individual.  The  theory  follows  rather  closely  the  "natural  laws" 
theory  of  Adam  Smith  in  the  economic  system,  later  called  the 
laissez-faire  system. 

Since  the  coverage  of  these  types  of  ethical  theory  is  extremely 
brief,  the  reader  is  advised  to  investigate  them  further  in  some  of 
the  many  books  on  the  theory  of  ethics.  The  study  of  business 
ethics,  to  which  this  volume  is  devoted,  embraces  many  of  the  as- 
pects of  the  five  preceding  theories.  In  fact,  it  is  possible  to  in- 
corporate all  of  the  theories  to  some  degree  in  the  operation  of 
ethical  principles  in  business  life.  This  principle  should  be  kept  in 
mind  when  pursuing  the  practical  chapter  on  the  relation  of  ethics 
to  business,  since  it  will  prove,  more  than  anything  else,  the  close 
relationship  between  the  study  of  practical  and  of  theoretical 
ethics. 

ETHICS  AND  RELIGIOUS  BELIEFS 

From  the  beginning  of  recorded  history,  religious  leaders  have 
been  among  the  strongest  advocates  of  good  ethical  principles. 
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This  has  been  particularly  true  in  regard  to  the  development  of 
moral  values  and  the  moral  responsibility  for  human  actions. 
Whether  religious  beliefs  have  followed  the  Christian  pattern  or 
the  doctrines  of  other  faiths,  there  has  been  a  fundamental  aware- 
ness of  the  problem  of  responsible  social  living.  As  a  result,  a  great 
portion  of  writings  and  teachings  in  the  field  of  ethics  follows  a 
religious  pattern,  ranging  from  the  doctrine  of  the  Golden 
Rule  to  a  complete  liaison  between  religion  and  ethics.  By  re- 
ducing the  practicality  of  the  approach  this  has  reduced  the  value 
of  much  of  the  ethics  program,  for  it  has  placed  ethics  upon  a 
level  over  and  above  daily  living.  There  is  no  doubt  that  religion 
and  religious  groups  have  done  much  to  codify  ethical  principles 
and  to  develop  ways  and  means  for  their  indoctrination  into 
human  thought.  But,  at  the  same  time,  the  result  has  been  a  popu- 
lar reaction  away  from  ethics  in  everyday  experience. 

Most  of  the  major  religious  volumes  that  treat  this  subject  in- 
dicate clearly  that  the  ethical  principles  developed  by  the  church 
were  largely  codifications  of  existing  customs  and  traditions. 
These  religious  presentations  not  only  showed  the  customs  but 
also  decided  the  morally  right  action  for  people  to  follow  in 
similar  cases.  Thus,  religion  removed  in  large  part  the  need  for 
human  decision  in  moral  questions.  The  Golden  Rule,  with  its 
simple  statement,  "Do  unto  others  as  you  would  have  them  do 
unto  you,"  has  remained  over  the  centuries  an  excellent  example 
for  human  action.  As  most  people  fundamentally  desire  to  be 
treated  in  daily  living  according  to  acceptable  moral  standards, 
they  too  should  be  willing  to  follow  a  morally  correct  course  in 
dealing  with  their  fellow  men.  This  same  philosophy  is  not  only 
expounded  in  modern  Christian  teachings  but  has  been  a  funda- 
mental part  of  practically  all  other  forms  of  religious  belief.  Thus, 
if  there  were  no  other  result  derived  from  religious  effort  than 
this  one  doctrine,  it  could  be  said  that  religion  had  aided  materi- 
ally in  the  development  of  ethics. 

Religion  can  go  much  further,  however,  than  the  mere  expres- 
sion of  this  one  principle.  Since  people  are  far  more  receptive  to 
an  understanding  of  moral  problems  when  in  the  presence  of 
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spiritual  leadership,  religious  leaders  can  do  an  excellent  job  in 
formulating  rules  of  moral  responsibility.  The  code  of  moral  liv- 
ing offered  in  the  Ten  Commandments  illustrates  this.  In  all  na- 
tions where  Christian  leadership  has  been  embraced  by  the  citi- 
zens, it  is  possible  to  find  rigid  adherence  to  these  provisions  laid 
down  centuries  ago.  Moreover,  missionaries'  experiences  among 
so-called  heathen  peoples  show  that  when  Christian  principles 
were  offered  to  them  side-by-side  with  their  established  customs 
and  beliefs,  in  most  cases  they  could  easily  see  the  morally  right 
pattern,  as  expressed  by  the  missionaries.  This  would  tend  to  in- 
dicate that  people  the  world  over  have  the  ability  to  reason  along 
moral  lines  when  and  if  their  thinking  has  been  properly  directed 
into  such  channels.  Thus,  religion,  in  addition  to  its  regular  func- 
tions in  our  society,  can  produce  a  strong  conditioning  force  that 
prepares  for  the  acceptance  of  ethics.  If  people  believe  in  the 
concept  of  "rightness"  in  religion  they  are  apt  to  accept  the 
ethical  aspects  of  proper  living  with  their  fellow  men. 

RELIGION  NOT  COMPLETE  ANSWER 

The  religious  concept  of  ethics,  however,  is  not  an  end  in  itself. 
Even  as  it  clarifies  and  codifies  the  principles  of  moral  living, 
religion  can  do  much  to  develop  proper  public  opinion  as  a  con- 
trol force.  Society  has  for  many  years  developed  an  ever-growing 
force  purely  legalistic  in  nature.  After  the  establishment  of  laws 
and  a  legal  enforcement  agency,  social  groups  have  considered  the 
moral  problem  as  solved  completely.  Allowing  an  enforcement 
agency  to  do  the  job  of  control  falls  short  of  success  in  the  han- 
dling of  moral  matters.  In  spite  of  laws  and  regulations,  society 
is  still  faced  with  many  acts  branded  as  criminal  such  as  robbery, 
murder,  extortion,  and  others  too  numerous  to  mention.  There 
will  always  be  members  of  society  who  feel  it  more  advantageous 
to  flout  the  law  rather  than  obey  it.  However,  religion  has  shown 
often  that  it  has  been  possible  to  overcome  or  modify  this  attitude 
by  proper  spiritual  leadership.  Only  with  such  leadership  can 
flagrant  violations  be  stopped.  And  so,  in  the  field  of  ethics  and 
moral  responsibility,  the  church  has  an  enviable  position  in  being 
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able  to  develop  public  opinion  strong  enough  to  conquer  the 
thinking  of  those  who  disobey  ethical  practices  in  exchange  for 
expected  benefit. 

There  is  no  better  opportunity  in  man's  entire  activity  for  the 
violation  of  moral  principles  than  in  the  general  field  of  business. 
Unethical  business  practices  are  often  confused  with  smart  prac- 
tices. They  may  be  considered  good  business  because  they  de- 
velop, at  least  temporarily,  profits  at  the  expense  of  the  public. 
Church  authorities  can  overcome  such  tendencies  in  two  ways: 

1 .  By  developing  a  keener  sense  of  responsibility  among  those 
who  can  be  reached  directly,  churches  may  convince  them  of  the 
proper  path  to  follow  themselves,  and, 

2:  By  developing  a  strong  public  opinion  against  unethical 
practices,  the  church  can  build  a  sound  feeling  against  those  who 
would  commit  unmoral  acts. 

In  either  case,  the  church  has  an  excellent  opportunity  to  trans- 
mit religious  beliefs  into  daily  living. 

EMOTIONS  AND  ETHICS 

A  fundamental  problem  in  the  area  of  general  ethics  springs 
from  the  fact  that  the  actions  of  mankind  are  directed  more  by 
emotion  than  by  reason.  This  conflict  is  ever-present  in  the  think- 
ing of  philosophers.  They  desire  to  explain  the  good  and  bad 
practices  of  mankind  by  reflective  reasoning.  However,  the  ac- 
tions themselves  were  caused  in  part  by  an  emotional  impulse  or  a 
series  of  impulses  predicated  on  emotional  factors.  The  intensity 
and  type  of  such  emotions  are  governed  largely  by  the  stage  of 
civilization  enjoyed.  In  primitive  times,  the  emotions  of  fear  and 
hate  were  exceedingly  strong  and  in  many  cases  dictated  the  be- 
havior of  the  population.  Today,  where  the  state  of  affairs  is  more 
civilized  and  where  protection  against  many  dangers  is  accom- 
plished by  government,  fear  and  hate  may  not  be  as  strong  as 
other  emotional  impulses.  Parental  love,  sex,  desire  for  leisure,  the 
profit  and  well-being  motive,  all  of  these  emotions  and  quasi- 
emotions  work  upon  the  individual's  actions  to  try  to  guide  his 
path.  Regardless  of  the  stage  of  society,  emotions  are  strong  im- 
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pulses  and  interfere  greatly  with  the  ability  of  the  philosopher  to 
predict,  or  even  understand,  people's  actions. 

Since  this  is  the  case  and  since  man  must  be  the  ultimate  subject 
in  any  consideration  of  ethics,  one  must  be  wary  of  a  defeatist 
complex  in  the  study  of  ethics.  It  is  so  easy  to  say  that,  since  emo- 
tions cause  man  to  act  as  he  does,  forcing  action  along  lines  that 
may  be  alien  to  them  is  impossible.  The  ultimate  theory  along  this 
channel  of  thought  is  to  say  that,  since  the  end  is  already  deter- 
mined by  the  frailties  of  human  nature,  all  hope  of  change  or  im- 
provement in  ethics  and  moral  behavior  is  gone.  If  a  man  is  bad 
primarily  because  of  emotions,  then  we  must  believe  that  there 
can  be  no  hope  for  better  practice  and  living  in  the  future. 

Students  of  ethics  must  not  subscribe  to  this  principle  or  the 
social  gains  of  centuries  may  be  lost.  Rather  than  ruling  actions, 
emotions  can  be  a  strong  supporting  factor  in  the  proper  teaching 
of  good  social  behavior.  If  the  parental-love  impulse  is  considered, 
it  can  strongly  support  a  sound  program  of  education  for  proper 
ethical  behavior.  Since  it  must  be  assumed  that  moral  living  has 
more  satisfaction  in  the  long  run  than  unmoral  behavior,  the 
emotional  motivation  can  be  logically  correlated  with  the  end  re- 
sult of  social  success.  Most  other  emotional  factors  can  be  devel- 
oped into  strong  supporting  influences  for  a  program  of  moral 
well-being.  Just  as  they  are  important  in  the  American  system  of 
selling  and  distribution,  emotional  factors  can  be  used  to  develop 
conditioning  circumstances  for  the  indoctrination  of  ideals  in  the 
minds  of  men.  The  task  is  indeed  difficult,  but  certainly  the  re- 
sults are  well  worth  considering.  Advertisements  in  any  current 
periodical  will  serve  to  illustrate  how  far  the  value  of  a  product 
can  be  effectively  correlated  with  an  emotional  impulse.  If  emo- 
tions can  be  successfully  directed  in  this  area,  sober  reflection  will 
show  that  it  is  also  possible  to  correlate  social  and  moral  ideals 
with  human  emotions  and  impulses. 

NEED  FOR  RESEARCH  AND  ANALYSIS 

Although  philosophers  have  pondered  the  study  of  ethics  for 
many  years,  there  is  still  a  great  need  for  a  definite  program  of 
research   and  analysis.  Too  much  time  has  been   devoted  to 
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thought  and  reflection  and  not  enough  to  the  practical  relation- 
ship of  ethics  to  everyday  affairs.  The  problem  is  immense,  be- 
cause it  is  involved  thoroughly  with  all  facets  of  human  activity. 
Human  activity  is  a  composition  of  many  different  human  and 
social  relationships.  Because  of  this,  it  is  necessary  for  ethical  and 
moral  considerations  to  be  studied  continually,  in  order  to  assure 
a  proper  understanding  of  the  consequences  of  all  actions.  Since 
the  ultimate  goal  of  such  study  is  to  improve  the  relations  of  all 
groups  within  society  with  each  other,  it  would  seem  imperative 
to  promote  as  wide  research  in  the  field  as  possible.  However,  the 
field  of  research  has  been  sadly  neglected.  Probably  its  greatest 
handicap  is  the  lack  of  facts.  In  the  analysis  of  moral  practice  the 
basic  facts  are  historical  and  in  order  to  have  definite  value,  these 
must  be  applied  to  present  and  future  occurrences.  This,  how- 
ever, may  lead  to  error,  for  the  variety  of  experience  that  sur- 
rounds ethical  conditions  belittles  the  value  of  the  application  of 
past  experience  to  present  situation. 

A  basic  premise  to  an  analysis  of  ethics  applied  to  any  field  is 
the  type  of  methodology  used  to  determine  the  proper  course  of 
conduct.  For,  as  has  already  been  stated,  the  problem  of  ethics  is 
principally  one  of  conduct  in  a  given  situation.  Here  the  philoso- 
pher must  differ  in  procedure  from  the  scientist.  The  scientist  will 
(and  must)  deal  largely  with  facts.  He  is  called  upon  continu- 
ously to  study  these  facts  and  to  determine  by  the  scientific 
method  the  nature  of  the  causes  of  those  he  recognizes.  This  defi- 
nite procedure  will,  if  all  goes  well,  bring  him  to  a  definite  fac- 
tual conclusion.  He  will  find,  for  example,  that  a  definite  chemical 
body  will  be  composed  of  exact  amounts  of  definite  chemical 
agents.  As  a  result  of  his  studies,  experiments,  and  deliberations 
he  will  reach  a  definite  formula  to  show  the  manner  in  which  the 
original  body  has  been  constructed.  The  philosopher  has  no  such 
pattern  to  follow.  For,  where  two  parts  of  a  chemical  agent  can 
be  completely  identical,  it  is  difficult  to  find  two  members  of  the 
human  race  who  have  identical  mental  and  moral  motivations. 
Science  has  proved  that  even  identical  twins  differ  in  mental  and 
moral  fibre  even  though  outward  appearances  are  strikingly 
similar. 
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The  student  of  ethics  is  motivated  primarily  by  a  desire  to 
understand  what  should  be  done  in  a  given  circumstance  or  in  a 
given  series  of  happenings.  He  desires  to  solve  such  questions  as, 
"What  action  should  a  merchant  take  when  faced  with  a  profit- 
able sale  of  a  falsely-marked  piece  of  merchandise?"  Or,  "What 
should  a  lawyer  do  when  he  knows  a  client  is  guilty  of  commit- 
ting a  crime  against  society,  yet  his  defense  (and  perhaps  ac- 
quittal) might  be  an  extremely  profitable  undertaking?"  In 
everyone's  experience  there  has  come  a  time  when  a  question  of 
an  ethical  nature  has  arisen  and  it  is  necessary  to  reach  a  decision 
as  to  what  should  or  should  not  be  done.  Thus,  all  persons  at  one 
time  or  another  might  be  called  philosophers,  even  though  they 
do  not  practice  philosophy  as  a  profession.  But  the  real  philoso- 
pher is  trying  constantly  to  codify  man's  behavior  into  a  pattern 
that  will  benefit  society  in  the  long  run.  Because  of  the  frailties 
of  human  nature,  the  process  must  be  slow  and  difficult,  but  re- 
sults can  (and  will)  be  achieved  as  society  becomes  better  in- 
formed as  to  the  goals  desired  and  the  rewards  that  can  be  antici- 
pated by  adherence  to  the  codes  developed. 

So  it  is  necessary  for  every  person  facing  an  ethical  problem  to 
have  a  clear  understanding  of  the  problem  itself.  Probably  the 
greatest  cause  of  unmoral  actions  lies  in  the  ignorance  of  the  in- 
dividual to  whom  the  problem  is  presented,  or  his  inability  to 
grasp  the  ethical  significance  of  the  action  he  is  called  upon  to 
perform.  This  basic  fact,  multiplied  both  by  the  number  of  per- 
sons in  the  human  race  who  face  such  problems  and  by  the  num- 
ber of  problems  they  face,  brings  the  whole  question  of  social 
ethics  into  sharp  focus.  If  all  ethical  problems  could  be  recognized 
immediately  by  those  persons  who  encounter  them,  so  that  each 
could  gain  a  proper  perspective  before  taking  action,  the  problem 
of  social  morality  would  be  greatly  simplified.  Then  it  would  be 
possible  to  apply  a  definite  procedure  in  order  to  reach  a  proper 
solution.  But  recognizing  ethical  problems  comes  largely  from 
experience.  It  is  true  that  no  two  ethical  questions  are  exactly 
alike,  but  if  the  individual  will  stop  to  reflect  on  such  problems  of 
this  nature  as  he  has  encountered  he  will  be  better  able  to  recog- 
nize new  ones  as  they  arise.  The  often  mentioned  failings  of  mod- 
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em  youth  cited  by  oldsters  stem  largely  from  the  fact  that  those 
who  have  lived  their  youth  now  see  the  actions  of  the  young  in 
proper  (or  improper)  perspective.  Experience  has  provided  them 
with  an  opportunity  to  weigh  right  and  wrong  whereas  teen- 
agers are  still  groping  for  that  experience.  Thus,  the  solution  to 
problems  of  modern  youth  does  not  lie  in  censure  or  criticism  but 
in  constructive  advice  based  upon  a  remembrance  of  problems 
faced  in  the  days  gone  by. 

Once  the  problem  has  been  recognized,  a  large  part  of  the  job 
has  been  done.  It  is  necessary  then  to  reason  out  thoroughly  the 
action  to  be  taken.  Normally  there  will  be  several  or  more  actions 
that  can  be  taken  in  order  to  solve  one  social  problem.  At  the 
opposite  ends  of  the  pole  there  may  be  the  socially  right  and  the 
socially  wrong  actions.  But  in  between  these  lie  countless  other 
paths,  shading  from  Tightness  to  wrongness.  In  order  to  achieve 
the  best  possible  solution,  it  is  necessary  to  recognize  all  alterna- 
tives and  to  study  each  thoroughly  before  committing  one's  self 
to  any  planned  action.  The  best  course  of  possible  action  can  be 
decided  only  upon  the  basis  of  past  problems  met  and  solved. 
Again  it  is  necessary  to  turn  to  reflection  upon  experience  in  order 
to  gain  the  proper  knowledge  for  an  attack  on  the  problem. 

APPLY  CONDITIONS  TO  THE  INDIVIDUAL 

Whether  the  problem  is  one  the  individual  is  personally  facing 
or  whether  it  is  an  ethical  problem  of  society  as  a  whole,  it  can 
best  be  studied  by  application  to  the  individual.  The  question 
should  not  be  decided  by  the  manner  in  which  a  group  would 
respond  to  a  given  situation,  for  that  could  thoroughly  disorgan- 
ize any  logical  method  of  reasoning.  When  the  situation  is  ap- 
plied to  the  individual,  it  can  be  analyzed  better  as  to  remedies 
and  alternative  solutions.  There  is  no  doubt  that  this  procedure, 
of  necessity,  does  not  increase  realism  in  the  reasoning  process. 
But,  as  a  result  of  a  lack  of  laboratory  techniques,  the  only  man- 
ner by  which  the  problem  can  be  segregated  from  a  myriad  of 
others  lies  in  applying  it  individually.  Its  big  danger  lies  in  the 
fact  that  it  is  an  unusual  individual  who  can  reason  out  the  differ- 
ence in  value  between  present  rewards  for  one  type  of  action  as 
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against  future  rewards  for  another  course.  The  hard  cold  realism 
of  the  present  is  always  more  forceful  than  consideration  of  the 
future.  Thus,  the  practical  philosopher  finds  it  possible  to  reach 
his  desired  solution  by  comparing  present  and  future  rewards  for 
action  taken,  yet  he  finds  it  extremely  difficult  to  project  his 
theory  to  others  not  endowed  with  the  same  qualities  of  thought 
and  expression.  For  an  example  of  this  technique,  one  might  re- 
view the  manner  of  law  enforcement  in  society.  For  the  great 
majority  of  law-abiding  individuals,  it  is  not  so  much  the  arrests 
and  convictions  that  act  as  deterrents  against  crime  but  rather 
individual  analysis  of  the  present,  versus  future,  results  of  an  anti- 
social action.  Unfortunately,  in  present  society,  the  fear  of  future 
punishment  is  much  stronger  in  controlling  human  actions  than 
the  thought  of  reward  and  public  acclaim  at  a  later  date.  For  this 
reason  the  profit  motive  in  economics  (when  unaccompanied  by 
legal  penalty)  generally  overcomes  an  otherwise  ethical  personal- 
ity. This  constitutes  an  important  phase  of  the  later  discussion  and 
analysis  of  business  ethics. 

After  the  problem  has  been  identified  and  has  been  placed  upon 
an  individualistic  basis,  the  next  logical  development  is  to  ascer- 
tain to  the  fullest  extent  the  consequence  of  any  action  taken. 
The  importance  of  this  phase  is  self-evident.  Since  moral  reflec- 
tions are  heavily  controlled  by  social  or  group  reactions,  consid- 
eration of  consequences  may  often  lead  to  a  proper  solution.  The 
main  danger  lies  in  the  ever-present  possibility  that  social  beliefs 
and  customs  may  be  outdated  and  may  very  well  overlook  an  en- 
tirely new  set  of  circumstances.  However,  if  the  social  pattern  has 
not  changed  and  it  is  possible  to  refer  for  guidance  to  past  situa- 
tions of  a  similar  nature  (as  well  as  to  the  consequences  of  previ- 
ous actions)  moral  behavior  may  be  bettered.  A  large  portion  of 
a  child's  behavior  pattern  is  developed  through  his  realization  (as 
a  result  of  past  experience)  of  the  consequences  of  earlier  infrac- 
tions of  the  family  moral  code.  Another  basic  value  of  this  opera- 
tive step  is  the  consideration  of  the  events  leading  up  to  certain 
results,  thus  using  the  consequences  of  moral  or  unmoral  action 
to  trace  behavior  patterns  back  to  their  beginnings. 
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When  the  problem  has  been  recognized,  studied,  and  the  con- 
sequences evaluated,  the  student  of  ethics  is  still  not  free  to  exer- 
cise his  judgment  upon  the  general  public,  for  he  has  no  assurance 
that  the  public  will  accept  his  reasoning  and  program.  Further- 
more, he  has  no  real  authority  to  translate  his  findings  into  action. 
His  only  hope  is  to  disseminate  his  conclusions  through  an  educa- 
tional process  so  that  his  philosophy  will  be  accepted  as  widely 
as  possible.  His  case  is  like  the  economist's,  who  finds  it  one  thing 
to  discover  a  solution  to  an  economic  problem  and  quite  another 
to  get  the  authority  to  enforce  its  adoption.  So  the  problem  of 
moral  behavior  becomes  more  difficult  as  the  solution  is  reached. 
This  lack  of  the  ability  to  enforce  his  decisions  weakens  the  posi- 
tion of  the  philosopher  in  his  desire  to  improve  the  moral  well- 
being  of  society. 

One  may  easily  see  that,  although  the  study  of  ethics  has  had  a 
long  and  profitable  life,  the  end  result  is  not  yet  in  sight.  Much 
exploratory  work  remains  to  be  done  in  the  field,  and  there  is  still 
a  great  weakness  in  the  manner  and  method  used  to  study  ethical 
principles.  It  is  a  field  in  which  much  reflective  thinking  has  been 
accomplished  and  yet  no  real  research  technique  has  been  refused. 
If  any  real  condemnation  of  the  philosophers  can  be  made,  it  must 
refer  to  the  practicality  of  their  approach  to  the  problem.  Funda- 
mentally, the  work  done  in  moral  responsibility  up  to  this  point 
has  principally  been  to  understand  the  thinking  of  the  ancients 
rather  than  to  apply  what  is  already  known  to  the  everyday 
world.  Until  a  group  of  modern  interpreters  and  students  is  de- 
veloped, with  an  inherent  belief  in  the  betterment  of  contempo- 
rary social,  economic,  and  political  conditions,  then  the  world 
will  make  progress  slowly  in  this  area. 

The  future  for  improved  ethics  is  bright,  however,  when  mod- 
ern public  opinion  is  considered  and  the  spiritual  leaders'  empha- 
sis upon  a  practical  approach  to  the  problem  is  noted.  Probably  no 
other  group  can  do  as  much  as  the  religious  leaders  to  inculcate 
good  moral  habits  in  the  minds  of  the  people  in  general.  Further 
advances  may  not  be  spectacular,  but  they  will  be  nonetheless  ac- 
ceptable and  desirable. 
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THE  DEVELOPMENT  OF  HUMAN  CONDUCT 

Ethics  has  a  venerable  origin.  It  can  be  traced  to  Adam  and 
Eve,  who  understood  the  natural  law  from  which  ethics  springs. 
Strictly  speaking,  ethics  is  the  branch  of  philosophy  that  teaches 
us  the  difference  between  right  and  wrong.  Human  conduct  has 
not  always  followed  the  fundamental  rules  of  the  natural  law,  the 
Ten  Commandments,  and  the  teachings  of  all  the  religious  leaders 
from  the  beginning  of  time.  If  human  conduct  were  always  in  ac- 
cordance with  the  Golden  Rule,  there  would  be  no  need  for  the 
large  body  of  law  which  attempts  to  confine  human  actions  to 
proper  boundaries.  Were  every  business  carried  on  in  accordance 
with  the  Golden  Rule,  there  would  be  no  need  for  unfair  trade 
practice  acts  or  any  other  kind  of  regulations. 

18 
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Human  nature  being  what  it  is,  neither  business  morals  nor  any 
other  kind  of  morals  have  always  been  exemplary.  Good  conduct 
has  developed  slowly  from  man's  primitive  state,  when  fear  and 
hunger  ruled  his  emotions.  Certain  rules  existed  between  the  fami- 
lies of  primitive  peoples,  which  became  more  deeply  embedded  in 
human  conduct  as  the  early  groups  developed  from  families  into 
clans,  clans  into  tribes,  and  tribes  into  much  more  complex  types 
of  social  groups— nations.  The  early  need  for  consolidation  of 
these  groups  was  greater  efficiency  in  war,  but  in  the  nation  effi- 
ciency in  peace  became  the  binding  force,  and  industrial  efficiency 
supplanted  efficiency  in  war.  Thus,  society  has  progressed  from 
savagery  towards  civilization. 

Human  conduct  has  likewise  undergone  an  evolutionary 
change  as  society  has  progressed  from  the  family  group  to  the 
complicated  national  or  the  experimental  United  Nations  group. 
The  greatest  progress  in  moral  conduct  has  been  made  and  will 
continue  to  be  made  in  the  humanistic,  altruistic,  or  sympathetic 
interpretation  of  group  relationships.  A  person  or  a  firm  would 
not  wish  to  be  stigmatized  as  "inhuman." 

THE  DEVELOPMENT  OF  BUSINESS 

Business  is  human  activity  or  human  conduct  arising  from  the 
exchange  of  services  or  commodities.  In  early  social  phases,  busi- 
ness was  undeveloped.  Not  until  a  primitive  folk  group  produced 
more  of  a  certain  commodity  than  it  could  use  did  it  need  to  ex- 
change. When  that  happened,  business  began  to  develop.  This 
gave  rise  to  barter,  then  a  monetary  system,  or  some  other  form  of 
exchange.  Business  originates  because  of  the  excess  product  of  in- 
dustrial groups,  and  it  is  a  potent  factor  in  developing  conditions 
under  which  economic  subgroups  are  formed  and  maintained. 

The  vitality  of  business  groups  generally  depends  upon  the  in- 
centive of  profit  or  the  margin  of  earnings  above  subsistence.  As 
society  grew,  greater  opportunities  for  both  business  expansion 
and  profit  grew.  At  the  same  time,  there  was  in  the  United  States 
a  pioneering  movement  to  the  west,  and,  concurrently,  an  in- 
crease in  city  life.  By  1893,  the  United  States'  economic  structure 
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had  grown  from  a  series  of  simple  territorial  groups,  united  by 
needs  of  self-defense  and  self-development,  into  a  complex  series 
of  interlapping  business  groups  united  by  strong  ties  of  economic 
interdependence.  The  incentive  of  greater  efficiency  in  this 
movement  influenced  the  progress  of  invention  and  the  develop- 
ment of  highly  specialized  business  groups  to  perform  the  many 
business  functions. 


BUSINESS  MORALS  DEVELOP  SLOWLY 


Since  custom  develops  very  slowly  as  a  result  of  social  changes 
from  family  groups  to  nations,  it  would  be  reasonable  to  expect 
that  rules  of  conduct  would  develop  even  more  slowly  in  the  new 
business  groups  which  represented  an  altered  folk  group  struc- 
ture. In  America's  early  days,  business  was  considered  outside  the 
province  of  respectable  society,  and  men  did  not  bring  to  business 
whatever  high  rules  of  conduct  they  might  have  acquired  or 
practiced  in  their  personal  lives.  Wealthy  men  sent  their  sons  to 
college  to  become  lawyers,  doctors,  teachers,  or  ministers— rarely 
businessmen. 

The  development  of  a  moral  pattern  was  retarded  in  the  United 
States  by  the  large  influx  of  immigrants  between  1810  and  1860. 
These  people  were  aliens  by  birth,  language,  folkways,  and,  in 
some  cases,  religion.  Many  came  here  to  escape  persecution  and 
oppression  at  home,  and  soon  found  that  a  different  kind  of  op- 
pression was  practiced  against  them  here.  It  took  time  for  these 
immigrants  to  adjust  their  conduct  to  folk  customs  which  arose 
out  of  freedom  instead  of  oppression.  No  nation  in  history  ever 
had  such  a  Herculean  task  as  did  the  United  States:  in  fifty  years 
it  not  only  absorbed  immigrants  totaling  one-third  of  its  previous 
population,  but  adapted  their  customs  to  its  own. 

To  this  mammoth  problem  must  be  added  the  tremendous 
growth  of  business  in  this  country  between  1860  and  1910.  In  the 
early  days  competition  was  feeble.  It  was  possible,  therefore,  to 
make  large  profits,  because  of  the  difference  in  the  folkways  of 
the  groups  concerned.  The  profit  in  the  trade  between  the  Indians 
and  the  settlers,  for  instance,  was  great  because  of  the  wide  diff er- 
ences  of  their  respective  folkways.  This  was  enhanced  by  the 
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differences  found  in  business  ability  between  the  two  groups. 
Since  about  1890,  the  elements  contributing  to  profit  have 
vastly  changed  because  of  improved  education,  travel,  trading 
skill,  plus  increased  competition  from  the  vastly  augmented  num- 
bers of  business  firms.  As  a  result,  business  methods  have  changed 
to  emphasize  standardization  and  quick  trading;  products  are 
mass-distributed  at  low  cost  to  meet  the  lower  profit  new  folk 
customs  require. 

CHANGE  IN  ETHICAL  STANDARDS 

During  the  rapid  gro^^k-oJLinisiness  and  efficiency  in  the 
United  States,  naturally  many  abuses  and  corruptions  occurred. 
A  change  came  in  about  1900  when  there  was  a  turn  to  higher 
moral  standards  in  business,  brought  about  because  of  an  aroused 
public,  the  gradual  change  to  a  buyers'  market,  the  need  that 
manufacturers  began  to  feel  for  national  markets,  national  ac- 
ceptance of  their  merchandise,  and  national  goodwill.  During  the 
next  fifteen  years,  many  businesses  adopted  codes  of  conduct  , 
which  made  competition  more  honorable  and  ethical.  It  has  been  "** 
said  thajLlhe^greatest  progress  was  made  in  establishing  good 
morals  in  business  during  the  period^romT900  to  1915. 

Moral  standards  are  mfluei^e^^y~the~era*s ;  social,  economic, 
and  political  factors,  as  well  as  by  the  thinking,  customs,  and 
standards  of  the  times.  In  merchandising,  for  instance,  the  one- 
time legal  custom  of  caveat  emptor— "let  the  buyer  look  out!"— 
has  given  way  to  the  opposite  and  humanistic  practice  of  implied 
warranties.  Recently,  television  sets  have  carried  an  additional 
charge  for  ninety-day  warranty,  which  undoubtedly  will  be  dis- 
continued when  production  methods  assure  a  large  percentage  of 
no-trouble  sets. 

This  change  from  caveat  emptor  to  implied  warranties  is  a 
good  example  of  adjusting  economic  trends  to  prevailing  customs 
by  subordinating  large  profits  to  reliable  merchandise. 

The  trade  custom  of  uniform  and  fixed  prices  has  gradually  be- 
come a  well-established  business  custom.  This  means  that  at  a 
given  time  the  sale  price  of  a  standard  article  of  merchandise  will 
be  the  same  to  all  customers. 
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In  the  change  from  old  merchandising  ways,  the  chain  stores 
have  a  splendid  record  of  consumer-acceptance.  They  feature 
concentration  on  a  higher  standard  of  storekeeping;  emphasis  on 
eliminating  waste  in  distribution,  with  untold  savings  to  custom- 
ers; stress  upon  rigid  prices  plainly  marked;  emphasis  on  cash-and- 
carry,  again  with  resultant  saving  to  customers;  and  constant  en- 
deavor to  bring  good  merchandise  at  right  prices  to  consumers. 
These  improvements  were  put  into  effect  while  caveat  emptor 
was  still  at  its  peak,  and  they  helped  materially  to  effect  the 
change  to  modern  merchandising  methods. 

The  study  of  ethics  obviously  can  be  applied  to  the  field  of 
business.  Since  ethics  deals  primarily  with  the  relationship  of  man 
to  other  members  of  society,  the  contacts  formed  in  business  pro- 
vide ample  opportunity  for  the  development  of  good  and  bad 
ethical  responsibility  and  practice.  Undoubtedly  one  of  the  most 
fertile  fields  for  ethical  research  lies  in  the  daily  contacts  of  busi- 
nessmen with  one  another.  And  yet  it  is  in  just  this  area  that 
ethical  philosophy  tends  to  become  the  least  valuable,  as  a  result 
of  the  superior  attraction  of  economic  forces,  notably  the  profit 
motive  of  the  capitalistic  society  in  which  we  live. 

Some  observers  feel  that  there  can  be  no  true  ethical  principles 
applied  to  business  because  the  desire  for  profit  is  so  strong  a  mo- 
tivating force  that,  even  though  ethical  considerations  are  im- 
portant in  his  reasoning,  the  businessman  will  tend  to  be  influ- 
enced by  the  greater,  more  powerful  force  of  profit.  This  group 
feels  that  the  best  that  can  be  done  under  the  circumstances  is  to 
try  to  apply  the  principles  of  the  Golden  Rule  to  business  op- 
erations. The  weakness  of  this  approach  is  evident.  Over-all  busi- 
ness activity  should  be  socially  regulated  by  more  powerful  prin- 
ciples than  mere  half-hearted  approval  of  this  basic  premise  of 
our  social  order. 

INFLUENCE  OF  HISTORY  AND  CIVILIZATION 

■^^  The  number  and  quality  of  ethical  standards  available  to  busi- 
ness in  any  society  tend  to  be  based  upon  its  stage  of  civilization. 
As  social  groups  become  more  and  more  civilized,  they  begin  to 
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expect  and  to  accept  a  more  ethical  relationship  to  one  another. 
Thus,  as  stated  in  the  preceding  chapter,  there  is  a  growth  of  re- 
sponsibility for  the  welfare  of  others  as  the  years  pass.  Such  moral 
development  appears  to  grow  more  rapidly  with  increases  in  sci- 
ence, invention,  and  technology.  As  society  progresses  ethics  also 
becomes  a  more  or  less  accepted  code  of  business.  Just  as  an  almost 
infallible  code  for  social  manners  and  deportment  can  be  pre- 
sented, so  can  businessmen  develop  a  moral  code  for  their  activi- 
ties. This  goal  is  being  reached  in  various  branches  of  our  eco- 
nomic society,  but  there  remains  much  to  be  done.  The  general 
acceptance  by  so  many  business  leaders  of  a  need  for  the  establish-  ' 
ment  of  basic  moral  principles  shows  that  our  society  is  evolving 
in  a  desirable  manner. 

Many  persons  feel  that  proper  concept  of  ethics  in  business 
must  spring  from  a  religious  base— a  belief  stemming  from  the 
widely  accepted  theory  that  the  church  is  the  prime  instigator  of 
moral  thinking.  There  is  no  doubt  that  the  church  wields  a  tre- 
mendous influence  over  the  moral  values  of  man,  but  this  influ- 
ence should  and  must  support  man's  own  efforts  to  improve  com- 
mercial intercourse  and  institutions.  Unless  the  role  of  the  busi-  ^ 
nessman  is  most  clearly  defined,  he  will  probably  allow  the  ethical 
burden  to  fall  upon  religious  or  governmental  organizations. 

One  does  not  have  to  go  far  back  into  history  to  see  the  rapid 
progress  that  has  been  made  in  business  standards  of  ethics.  Dur- 
ing the  Elizabethan  era  piracy  on  the  high  seas  was  not  only  con- 
doned but  even  supported  openly  by  the  English  government.  It 
was  considered  to  be  good  national  business  practice  to  allow 
privateers  and  other  vessels  of  Great  Britain  to  prey  upon  the 
commerce  of  other  nations.  The  merchandise  so  acquired  was 
considered  beneficial  to  the  economy  of  the  nation,  and  it  did 
contribute  heavily  to  the  national  supply  of  wealth.  Such  pirates 
were  even  provided  with  titles  of  nobility  and  land  estates  be- 
cause of  their  contribution  to  the  British  economy's  development. 
Thus,  the  government  of  a  civilized  nation  (in  terms  of  that  era) 
was  conducting  its  international  relations  in  a  manner  that  would 
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be  considered  highly  unethical  under  modern  codes  of  moral  re- 
sponsibility. 


ETHICS  AND  THE  ECONOMIC  SYSTEM 


It  is  impossible  to  discuss  thoroughly  the  application  of  ethical 
principles  to  modern  business  conditions  without  specific  refer- 
ence to  and  understanding  of  the  type  of  society  in  which  the 
individual  lives  and  earns  his  living.  It  is,  however,  impossible  to 
separate  one  phase  of  personal  living  from  all  other  personal  con- 
tacts with  the  social  and  economic  environment.  The  type  of  eco- 
nomic society  now  in  existence  must  be  indicated  as  well  as  the 
present  impact  of  that  society  upon  basic  ethical  or  moral  con- 
cepts. In  this  country,  modern  society  is  essentially  capitalistic, 
and  the  motivating  force  behind  economic  living  is  the  desire  for 
profit.  Since  the  well-being  of  a  member  of  society  is  measured  by 
economic  gain,  then  the  search  for  profit  becomes  of  paramount 
importance.  In  fact,  it  may  become  so  important  in  the  thinking 
of  certain  members  of  society  that  they  will  break  down  estab- 
lished moral  codes  for  personal  gain. 

A  definition  of  the  term  capitalism  as  applied  to  society  is  not 
easy  to  formulate.  There  are  many  definitions,  incorporating 
various  philosophies,  that  can  be  used  to  describe  the  American 
economic  system.  However,  for  the  purposes  of  this  analysis, 
capitalism  can  be  said  to  include  several  basic  characteristics, 
namely: 

1 .  Profit  motive  for  personal  or  corporate  gain 

2.  Corporate  organization  of  business  enterprise 

3.  Highly  developed  use  of  mass  production  industrial  tech- 
niques whenever  possible 

4.  Separation  of  workers  from  management  through  large- 
scale  industrialization 

5.  Application  of  government  regulation  in  the  public  interest 
as  contrasted  to  government  ownership  or  operation  of  industry 

6.  Adherence  to  established  theories  of  economic  freedom 
a.  Private  property 
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b.  Equality  of  opportunity 

c.  Free  enterprise 

d.  Inheritance  of  property 

These  last  theories  of  economic  freedom  are  of  great  impor- 
tance in  the  analysis  of  moral  responsibility.  The  right  to  own 
and  acquire  property  and  to  receive  governmental  protection  for 
this  privilege  has  been  the  major  cause  of  many  of  the  present 
breakdowns  of  moral  rightness.  Since  the  opportunity  to  strive  f  qta^ 
a  personal  concentration  of  wealth  is  ever-present  in  our  society, 
and,  since  the  manner  of  acquiring  wealth  is  determined  by  the 
individual's  apparent  free  choice,  certain  members  of  society  have 
found  it  possible  to  take  short-cuts  to  success  by  evading  the  rules 
of  ethical  procedure.  This  situation  has  been  further  accentuated 
by  parents'  normal  desire  to  provide  for  their  children,  and  the 
protection  of  this  gain  by  the  institution  of  property  inheritance. 
Therefore,  regardless  of  the  rules  specified  by  society,  there  are 
certain  individuals  who  will  strive  to  acquire  profits  (and  thus 
wealth  and  property)  by  following  whatever  path  shows  the  , 
most  promise  of  ultimate  success.  That  such  individuals  are  in  the 
minority  does  not  provide  an  excuse  for  failure  to  solve  the  prob- 
lem. The  social  goal  should  be  the  complete  eradication  of  non- 
social  motives  in  the  economic  system,  which  can  be  done  only  by 
educating  society  more  completely. 

The  factors  underlying  man's  progress  are  essentially  eco- 
nomic. The  very  motive  for  man's  activity  in  the  business  world 
is  first  his  desire  for  economic  gain,  and  only  secondarily  to  satisfy 
other,  more  psychological  compulsions.  It  is  this  economic  motive 
that  forces  certain  actions  that  may  be  directly  or  indirectly  con- 
tradictory to  social  well-being.  Does  this  mean,  then,  that  the  in-jj\ 
stitutions  of  profit  and  property  acquisition  are  opposed  to  any 
sound  theory  of  ethical  responsibility?  No,  not  at  all:  it  merely 
means  that  man,  in  his  desire  for  gain,  must  contrast  temporary 
economic  achievement  and  advancement  in  a  chaotic  society  with 
a  slower  and  perhaps  more  steady  gain  in  an  improving  society. 
In  these  terms  the  problem  may  appear  oversimplified;  however, 
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it  is  this  type  of  logic  that  must  be  offered  as  the  starting  point  of 
sound  moral  relations  between  the  businessman  himself  and  the 
society  of  which  he  is  a  part.  When  man  has  recognized  the  in- 
dividual place  of  morality  in  business  relations,  he  is  then  ready 
to  put  into  practice  a  program  acceptable  to  other  men  in  society. 

TREND  TO  BUSINESS  PROFESSIONALIZATION 

The  relatively  recent  development  of  business  ethics  has  placed 
a  heavy  burden  on  the  businessman  in  his  desire  to  build  a  pro- 
fessional type  of  occupation.  The  fields  of  law  and  medicine  are 
prime  examples  of  a  long  and  historic  development  of  responsibil- 
ity to  group  life  and  culture.  In  these  fields  the  observance  of  high 
ethical  principles  has  been  important,  not  only  to  attract  the  high- 
est type  of  individual,  but  also  to  ensure  society's  acceptance  of 
their  practitioners.  The  fact  that  even  social  scandal  can  mar  a 
doctor's  opportunity  to  practice  medicine  testifies  to  this  fact. 
Moreover,  examples  of  bad  moral  conduct  in  either  profession 
can  cause  a  serious  blot  upon  the  field  as  a  whole.  As  a  result,  the 
community  confers  high  prestige  upon  the  doctor  and  lawyer, 
and,  in  turn,  expects  leadership  in  moral  affairs.  Businessmen  can- 
not immediately  hope  for  such  results.  Here  public  opinion  is 
partly  to  blame.  Where  the  poor  but  hard-working  country  doc- 
tor is  revered  by  society,  only  the  wealthy  and  profit-minded 
business  leader  has  been  accorded  similar  recognition.  It  is  an 
unusual  businessman  who  refrains  from  a  venture  because  the 
■  /  transaction  might  not  be  socially  beneficial.  Yet  doctors  make 
such  decisions  frequently.  Thus,  businessmen  must  not  only  over- 
come their  tendency  to  resist  change  in  practice  but  also  must 
overcome  a  long  tradition  of  public  disparagement. 

BUSINESS  ORGANIZATION  AND  PRACTICE 

One  of  the  most  pressing  problems  in  the  application  of  ethics 
to  business  is  to  decide  and  evaluate  which  principles  of  morality    ' 
can  be  applied  to  the  businessman.  It  is  not  sufficient  to  say  that 
the  business  leader  must  follow  a  pattern  akin  to  the  spiritual  and 
morally  right.  Successful  businessmen  have  learned  to  perform 
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their  tasks  upon  a  basis  of  fact  and  acquired  data.  They  do  not  act 
upon  vague  generalities.  Thus,  the  businessman  frequently  may 
accord  both  approval  and  recognition  to  the  principles  of  ethics 
presented  by  the  philosopher,  but  does  not  support  them  in  ac- 
tion. They  may  be  considered  as  goals  but  not  as  remedies  for 
present  business  ailments.  They  lack  the  drive  of  such  other  busi- 
ness concepts  as  prices,  profits,  and,  of  course,  competition.  The 
very  lack  of  knowledge  of  practical  business  ethics  has  allowed 
men  of  business  to  adopt  policies  that  might  be  directly  contra- 
dictory to  a  good  definition  of  general  morality.  Many  such  per-  ^ 
sons  live  personal  lives  that  are  above  reproach.  Their  beliefs  seem 
to  be  divided  into  two  distinct  moral  codes,  one  for  personal  liv- 
ing and  the  other  for  their  business  activities. 

In  some  cases  such  business  violations  of  moral  conduct  are  be- 
clouded by  a  corporate  structure  that  covers  a  great  deal  of  per- 
sonal action.  Thus,  a  corporation  executive  may  disclaim  personal 
responsibility  for  unethical  action  performed  by  his  organization. 
Although  this  type  of  argument  may  offer  much  personal  solace 
to  the  businessman,  it  does  not  satisfy  the  terms  of  most  modern 
laws.  In  fact,  such  enactments  as  the  Federal  Trade  Act  (1912) 
and  the  Securities  and  Exchange  Act  (1935)  place  responsibility 
squarely  upon  the  shoulders  of  both  the  corporation  and  its  of- 
ficers. The  trend,  therefore,  is  not  to  allow  such  excuses  for  busi- 
ness action.  The  validity  of  this  approach  lies  in  the  great  growth 
of  the  business  organization  in  the  past  fifty  years.  Since  the  cor- 
poration now  is  the  established  form  of  business  organization, 
even  more  important  than  the  individual  enterpriser,  it  would  be 
decidedly  improper  to  place  the  responsibility  for  ethical  practice 
upon  a  mythical  legal  concept.  The  strength  of  moral  controls 
can  be  increased  only  when  it  is  possible  clearly  to  designate  and 
define  the  responsibility  for  improper  actions. 

The  problem  is  not  entirely  one  of  business  organization,  how- 
ever. The  entire  course  of  business  action  is  geared  to  a  much 
faster  pace  than  it  was  even  a  decade  ago.  Decisions  must  be  made 
within  a  matter  of  minutes  rather  than  by  a  leisurely  thinking 
process.  As  a  consequence,  action  cannot  be  completely  predicated^, 
upon  good  moral  conditions,  but  rather  upon  the  probable  success 
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or  possible  failure  of  the  business  venture.  Business  executives'  re- 
sponsibility for  making  quick  profits  for  corporate  owners  has 
caused  much  of  this  problem.  Failure  to  act  in  the  best  financial 
interests  of  the  stockholders  has  frequently  been  the  cause  of  a 
change  in  managerial  control.  This  is  augmented  by  the  growing 
impersonality  of  business  relations.  Business  owners  have  limited 
personal  relationships  with  management.  True,  they  do  know 
their  backgrounds  and  they  do  know  of  their  business  efforts 
through  periodic  reports  at  stockholders'  meetings,  but  it  is  not  a 
personal  relationship.  This  unhealthy  situation  cannot  be  pre- 
vented, because  of  the  growing  size  of  the  business  unit.  At  the 
same  time,  the  customers  of  the  business  organization  are  sepa- 
rated by  distance  from  its  office.  It  is  far  easier  to  be  unethical  in 
dealings  with  a  customer  far  removed  from  personal  contact/" 
Many  of  these  transactions  occur  through  mail  orders;  others 
through  a  far-flung  distribution  mechanism  that  provides  no  con- 
tact with  company  executives.  The  same  lack  of  personal  contact 
exists  in  employer-employee  relations,  and  has  been  the  cause  of 
many  of  the  present  labor-management  difficulties. 


INFLUENCE  OF  GOVERNMENT  PRACTICE 


One  of  the  most  flagrant  examples  of  modern  day  lack  of 
ethics  lies  in  the  relationship  of  government  officials  to  business 
leaders.  This  charge  is  not  levied  against  government  enforcement 
officers  as  much  as  it  is  against  congressional  and  legislative  of- 
ficers. Lobbying,  bribery,  and  other  illegitimate  dealings  between 
business  representatives  and  congressmen  have  allowed  much  un- 
ethical procedure  to  progress  unchallenged.  Recent  court  cases 
arising  out  of  World  War  II  conditions  prove  conclusively  that 
certain  members  of  Congress  were  not  averse  to  accepting  pay- 
ments for  their  assistance  to  businessmen  in  getting  war  contracts. 
Although  some  have  been  exposed  and  prosecuted,  undoubtedly 
others  who  have  committed  the  same  actions  have  escaped  public 
censure.  The  fact  that  these  particular  individuals  are  guilty  of 
conspiracy  to  perform  unethical  acts  is  not  so  important  as  is  the 
fact  it  is  these  very  elected  officials  who  are  responsible  for  laws 
developing  national  ethical  standards.  Although  such  claims  and 
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charges  can  be  levied  only  against  a  few  government  officials,  and 
the  great  majority  believe  strongly  in  favor  of  ethics  and  honest 
practice,  still  the  actions  in  a  few  cases  may  cause  public  distrust 
of  all  men  holding  substantially  similar  offices. 

INFLUENCE  OF  BUSINESS  AND  SERVICE  CLUBS 

Various  organizations  composed  basically  of  civic,  business, 
and  professional  leaders  have  attempted  to  develop  codes  of  fair 
practice  among  their  members.  Through  social  organization  they 
weld  themselves  into  a  group  force  attempting  to  improve  the 
ethical  and  moral  habits  of  their  community.  Such  organizations 
as  the  Rotary,  Kiwanis,  Lions,  Civitan,  and  Exchange  Clubs  have 
done  much  to  develop  leadership  in  moral  principles  as  applied  to 
business.  Since,  however,  their  membership  generally  is  restricted 
to  one  or  two  leaders  of  each  business  or  profession,  they  cannot 
develop  their  standards  completely  within  the  entire  community. 
By  precept  and  example  they  have  been  able  to  perform  an  ex- 
cellent service  to  society.  The  objectives  of  Kiwanis  International 
exemplify  the  code  of  ethics  such  clubs  desire  to  promote: 

1.  To  give  primacy  to  the  human  and  spiritual,  rather  than  to 
the  material  values  of  life. 

2.  To  encourage  the  daily  living  of  the  Golden  Rule  in  all 
human  relationships. 

3.  To  promote  the  adoption  and  the  application  of  higher 
social,  business  and  professional  standards. 

4.  To  develop,  by  precept  and  example,  a  more  intelligent,  ag- 
gressive and  serviceable  citizenship. 

5.  To  provide  through  Kiwanis  Clubs,  a  practical  means  to 
form  enduring  friendships,  to  render  altruistic  service  and  to 
build  better  communities. 

6.  To  cooperate  in  creating  and  maintaining  that  sound  public 
opinion  and  high  idealism  which  makes  possible  the  increase  of 
righteousness,  justice,  patriotism  and  goodwill. 

Similar  codes  are  provided  by  other  service  clubs  for  their  mem- 
bers. 

Although  the  basic  impact  of  such  organizations  is  felt  by 
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members,  nevertheless  their  influence  extends  to  far-reaching 
thousands.  Through  publicity,  local  clubs  are  able  to  inform  the 
public  of  their  general  objectives  and  the  benefits  to  be  achieved 
by  high  business  standards.  Through  their  service  to  the  com- 
munity and  to  its  underprivileged  elements,  they  may  provide  a 
leadership  that  will  make  ethical  standards  permeate  the  entire 
community. 

Thus,  the  promotion  of  boys'  baseball  leagues  by  service  clubs 
will  make  a  coming  generation  of  businessmen  more  cognizant  of 
the  elements  of  fair  play  in  everyday  living.  By  removing  the 
glorification  of  criminal  or  unethical  practices  in  society  at  an 
early  age,  the  clubs  can  help  the  younger  generation  grow  into  a 
better  and  more  useful  group  of  business  leaders. 

In  addition  to  the  foregoing,  service  clubs  do  cooperate  in  civic 
drives  for  better  business  with  regular  community  agencies. 
Chambers  of  Commerce,  Better  Business  Bureaus,  and  various  re- 
tail or  credit  groups  receive  regular  assistance  from  service  clubs 
in  reaching  their  goals.  Better  business  bureaus  and  service  clubs 
frequently  establish  retail  "Golden  Rule  Days"  when  all  local 
business  attempts  to  operate  according  to  the  precepts  of  that 
time-honored  rule  of  good  living. 


THE  BETTER  BUSINESS  BUREAUS 


The  Better  Business  Bureaus  are  the  outgrowth  of  businessmen's 
desire  for  self -regulation.  They  were  brought  into  existence  in 
l^rt~byrthe  Associated  Advertising  Clubs  of  the  World,  now 
known  as  the  Advertising  Federation  of  America.  Through  them 
businessmen  can  exercise  a  program  of  self-regulation  in  adver- 
tising and  selling  practices,  together  with  a  program  of  consumer 
education  to  help  a  customer  to  buy  wisely.  The  organization  has 
grown  until  today  there  are  about  seventy-six  Better  Business 
Bureaus  and  fourteen  Better  Business  Divisions.  In  1949,  sixty 
thousand  firms  in  widely  diversified  businesses,  including  the 
chain  stores,  employing  about  thirty  million  employees,  sup- 
ported the  Better  Business  Bureaus  to  the  tune  of  more  than  two 
million  dollars,  besides  furnishing  many  of  the  leaders  who  di- 
rected the  work. 
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The  work  of  the  Better  Business  Bureaus  is  designed  to  en- 
courage a  better  understanding  of,  confidence  in,  and  devotion 
to  American  democracy,  and  the  competitive  free  enterprise  sys- 
tem. The  methods  used  are  protection  of  the  general  public  and 
responsible  business  against  abusive  business  practices  which  des- 
troy the  confidence  of  people  in  our  enterprise  system,  as  well  as 
education  of  youth  and  adults  in  the  basic  practical  business  and 
economic  functions. 

The  Bureaus  have  built  public  confidence  in  business  through 
establishing  codes  of  ethics  and  voluntary  high  standards  of  prac- 
tice. They  have  helped  to  show  businessmen  the  value  of  effective 
voluntary  self-regulation.  Their  contribution  to  the  education  of 
customers  has  helped  to  expose  questionable  practices.  Their 
financial  branch  has  helped  expose  numerous  frauds  and  "get 
rich  quick"  schemes.  Investors  were  saved  many  millions  of 
dollars  by  heeding  the  warning:  "Before  You  Invest— Investi- 
gate." 

The  Bureaus'  commercial  branch  has  concentrated  on  fraud- 
ulent advertising.  In  1911  and  1912,  "Truth  in  Advertising"  was 
the  slogan  that  gave  birth  to  the  Bureaus.  Many  businessmen 
wished  strongly  to  improve  advertising,  and  they  did  so  to  a 
large  extent  through  the  help  of  the  Bureaus. 

Hundreds  of  thousands  of  businessmen  have  high  moral  stand- 
ards and  want  all  businesses  to  be  conducted  on  a  high  ethical 
plane.  These  men  have  a  powerful  aid  in  the  Better  Business 
Bureaus  for  securing  the  cooperation  of  all  businessmen  in  a  pro- 
gram of  self -regulation. 

NATIONAL  CONSUMER-RETAILER  COUNCIL,  INC. 

In  1936,  the  National  Consumer-Retailer  Council,  Inc.,  was 
formed  by  a  group  of  consumers  and  retailers  who  had  been 
working  together  on  an  American  Standards  Association  com- 
mittee, and  who  believed  that  there  were  a  number  of  areas  in 
which  consumers  and  retailers  might  work  together  to  their 
mutual  advantage. 

Much  of  the  Council's  program  since  1949  has  been  in  aiding 
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member  stores  to  use  key  facts  about  merchandise  in  advertising, 
display,  labeling,  and  other  selling  procedures;  and,  on  the  con- 
sumer side,  in  educating  consumers  how  to  select  goods  which 
will  best  fit  their  needs. 

Council  membership  is  made  up  of  national  retail  associations 
and  of  national  women's  groups  with  a  consumer  interest.  It  is 
financed  by  subscription  from  retail  stores. 

WORK  OF  GOVERNMENT  AGENCIES 

The  Federal  Trade  Commission  has  gone  far  toward  eliminat- 
ing bad  ethical  policies  in  merchandising  and  selling.  Through 
powers  granted  this  agency  and  by  means  of  publicity,  the  FTC 
has  caused  the  growth  of  a  greater  appreciation  of  the  business- 
man's moral  responsibility  in  his  dealings  with  the  general  public. 
No  longer  can  a  dealer  advertise  with  intent  to  defraud  and  hope 
to  remain  successful.  Instead,  he  must  adhere  to  the  truth  and  sell 
his  product  on  the  basis  of  price,  quality,  or  service.  It  is  true 
enough  that  some  businessmen  may  not  adhere  strictly  to  the  let- 
ter of  the  law,  but  they  are  diminishing  in  number  and  their  viola- 
tions are  becoming  less  severe.  As  a  growing  awareness  of  busi- 
nessmen's social  responsibility  becomes  evident,  the  result  is  an 
increase  in  social  protection. 

Both  state  and  federal  laws  now  protect  investors  from  fraudu- 
lent investment  offerings.  Such  laws  as  the  Securities  Exchange 
Act  of  1935  require  new  security  issues  to  be  investigated  by  a 
governmental  agency,  so  that  the  investment  of  funds  will  be 
essentially  safeguarded.  Thus,  a  new  security  issue  must  meet 
relatively  rigid  government  investigation  and  inspection  before 
being  placed  on  the  market.  Further  government  control  in  this 
field  is  the  United  States  Post  Office's  prohibiting  the  use  of  mails 
with  intent  to  defraud.  A  heavy  fine  and  imprisonment  await 
those  who  plan  to  circularize  unwary  investors  through  the  media 
of  the  Post  Office. 

Probably  the  most  important  phase  of  governmental  control 
over  business  ethics  is  the  growing  public  awareness  of  govern- 
ment's responsibility  here.  Early  government  bodies  in  many 
cases  were  guilty  of  practices  which  would  be  considered  un- 
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ethical  when  measured  by  the  standards  of  today.  Thus,  modern 
governments  are  not  only  required  by  public  opinion  to  operate 
as  ethical  organizations  themselves,  but  are  leaders  in  the  move- 
ment to  ensure  ethical  practice  in  the  field  of  business  operation. 
This  is,  of  course,  a  grave  responsibility  and  must  be  entrusted 
to  capable  administrative  leaders. 


THE  NRA  PROGRAM 


One  of  the  most  concerted  efforts  toward  the  development  of 
codes  of  fair  play  and  ethical  standards  was  the  establishment 
of  the  National  Recovery  Administration  in  1933  by  the  late 
President  Franklin  D.  Roosevelt.  Under  the  popular  blue  eagle 
symbol,  the  government  was  to  develop  and  maintain  a  code  of 
business  relationships  that  covered  every  phase  of  contact  with 
the  public.  By  formulating  codes  of  practice,  industry  was  to 
take  the  lead  in  developing  standards  of  operation  which,  when 
codified  and  approved  voluntarily  by  business  leaders,  were 
to  be  administered  and  enforced  by  a  government  authority. 
Under  the  law,  the  whole  procedure  was  to  be  a  voluntary  agree- 
ment among  businessmen  concerning  general  principles  of  con- 
duct, with  government's  role  primarily  that  of  organization. 
Later,  government  was  to  wield  the  stick  that  would  ensure  en- 
forcement of  the  agreed-upon  provisions.  The  late  General  Hugh 
Johnson  was  named  administrator  and  given  broad  powers  of 
legal  enforcement.  Basically  the  NRA  covered  good  business  re- 
lationships in  the  following  categories: 

1 .  Relations  with  other  firms  in  the  same  industry 

2.  Relations  with  other  industries 

3.  Relations  with  the  general  public 

4.  Employer-employee  relations  and 

5.  Relations  between  government  and  business 

Although  the  general  premises  of  this  law  were  acceptable  to 
business  and  the  public,  much  antagonism  developed  between  in- 
dustrial leaders  and  administrators  of  the  law.  As  a  result,  diffi- 
culties in  the  development  of  codes  grew  into  virtual  impasses  in 
several  industries,  and  those  that  were  approved  were  in  manv 
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cases  too  weak  for  enforcement.  Finally,  in  1935,  the  Supreme 
Court  ruled  the  program  unconstitutional;  thus,  the  first  attempt 
at  controlled  moral  relationships  in  industry  faded  from  the 
American  scene.  However,  many  industries  followed  the  pattern 
developed  voluntarily  and  so  the  memory,  if  not  the  mechanism, 
was  gradually  inculcated  into  the  American  system  of  business 
operation. 

COMMUNITY  RESPONSIBILITY  AND  BUSINESS  ETHICS 

Inasmuch  as  ethics  bears  largely  upon  group  morality,  the 
responsibility  of  businessmen  for  the  moral  conduct  of  com- 
munity affairs  becomes  increasingly  apparent.  Not  only  must 
business  men  as  a  group  accept  general  community  moral  prin- 
ciples, but  they  must  also  develop  leadership  in  directing  com- 
munity actions  into  moral  pathways.  Business  executives  have 
recently  achieved  a  leadership  position  in  church,  government, 
and  service  club  affairs.  Their  advice  is  requested  by  citizens  of 
all  types  and,  in  many  instances,  community  action  is  based  upon 
decisions  reached  through  the  concerted  judgment  of  business 
executives.  This  fact  alone  bears  witness  to  the  need  for  high 
ethical  standards  in  the  present  commercial  leadership  as  well  as 
in  the  generations  of  leaders  to  come.  Thus,  patterns  of  the  social 
well-being  are  being  woven  into  the  strong  moral  fiber  of 
society. 

The  development  of  community  thinking  by  business  leaders 
in  the  planning  of  organizational  policies  has  already  been  men- 
tioned. Civic  groups,  service  clubs,  Better  Business  Bureaus,  and 
Chambers  of  Commerce  are  actively  supporting  new  programs 
of  better  business  relations.  But  the  business  leader  as  an  in- 
dividual can  do  much  toward  the  creation  of  a  sound  moral  pat- 
tern by  his  personal  contributions  to  society  and  the  community. 
Only  when  men  act  individually  as  well  as  in  a  group  will  the 
success  of  a  moral  program  become  apparent. 

BUSINESS  ETHICS  AND  THE  COLLEGE  PROGRAM 

The  trend  among  American  colleges  and  universities  to  pro- 
fessionalize their  training  for  business  and  public  administration 
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has  provided  a  fertile  field  for  inculcating  moral  responsibility 
in  the  minds  of  the  future  business  executives.  Since  the  avowed 
purpose  of  many  of  the  liberal  arts  colleges  is  to  develop  Chris- 
tian principles  and  character  in  their  student  bodies,  they  have 
leaned  rather  strongly  upon  the  concept  of  the  Christian  ethics. 
Many  have  developed  courses  dealing  with  the  application  of  the 
broad  general  principles  of  ethics  to  their  training  for  business. 
Yet  such  training  is  not  offered  by  liberal  arts  colleges  only.  State 
and  private  universities  are  also  including  courses  in  elementary 
or  advanced  ethics.  The  basic  danger  is  that  such  courses  may 
have  little  direct  application  to  the  field  of  business  and  may 
deal  rather  heavily  with  vague  terms  and  platitudes,  thus  ruining 
the  value  of  an  otherwise  good  approach  to  a  vital  business  prob- 
lem. Failure  to  stimulate  properly  students'  thinking  along  moral 
lines  by  applying  the  principles  of  business  ethics  to  practical 
problems  may  develop  a  complete  distrust  of  moral  values.  This 
must  not  be  done  if  business  is  to  develop  professional  standards. 

Even  above  the  use  of  specific  course  work  in  ethics  lies  a 
greater  responsibility  to  the  student  body  with  respect  to  the 
type  of  teaching  provided  in  the  various  areas  of  business  special- 
ization. A  majority  of  college  professors  strive  to  show  the  im- 
portance of  moral  values  in  business  practices  and  to  develop  clear 
examples  to  substantiate  their  claims.  There  can  be  found  in  many 
of  the  lives  of  business  leaders,  past  and  present,  a  variety  of  il- 
lustrations of  good  business  practice.  The  business  specialist  in 
the  field  of  college  education  who  realizes  the  fundamental  values 
of  training  for  moral,  as  well  as  business,  leadership  is  helping  not 
only  the  students  but  also  the  general  public.  A  new  generation 
of  business  leaders  may  well  be  developed  that  will  improve 
economic  practice  immeasurably. 

The  college  may  create  an  added  influence  upon  society  by 
developing  institutes  and  clinics  devoted  to  good  moral  practice 
among  merchants  and  businessmen  in  the  community.  This  co- 
operation among  businessmen,  educators,  and  students  (as  well 
as  ordinary  citizens  and  consumers)  can  do  much  to  dramatize 
the  fundamental  importance  of  business  ethics  in  all  segments  of 
the  national  economy. 
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The  American  pattern  of  public  regulation  of  business  has 
evolved  gradually  along  with  basic  changes  in  the  economic 
system.  From  the  earliest  beginnings  of  American  political  and 
economic  life,  the  policy  has  been  one  of  support  for  individual- 
ism and  free  enterprise  unless  the  welfare  of  the  public  was  im- 
periled. This  policy  was  openly  supported  by  all  members  of 
American  colonial  society  and,  of  course,  followed  closely  the  be- 
ginnings of  similar  thought  in  England  and  the  continent.  This 
laissez  faire  theory  was  first  set  forth  as  early  as  1776  in  Adam 
Smith's  Wealth  of  Nations.  Belief  was  strong  during  the  1800's 
in  the  importance  of  self-regulation  and  competition  to  guide  the 
economic  machine.  Furthermore,  consideration  was  given  to  the 
driving  force  which  a  free  economy  created  and  which  would 
provide  for  the  progress  needed  in  man's  effort  to  overcome  the 
strong  natural  forces  arrayed  against  him.  Most  members  of  early 
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American  society  readily  became  advocates  of  the  free  enterprise 
system  whether  they  were  merchants  or  farmers,  artisans  or  in- 
dustrialists. Most  had  very  vivid  memories  of  Old  World  govern- 
mental restrictions.  In  addition,  the  very  proximity  of  the  fron- 
tier, or  undeveloped  areas,  tended  to  provide  every  man  with  the 
possibility  of  a  new  life  if  he  could  not  succeed  at  first  under 
the  individualistic  economy.  All  of  this  had  a  strong  effect  in 
molding  the  American  economic  system  during  the  one  hundred 
and  seventy-five  years  that  were  to  follow.  The  remnants  of 
such  thinking  still  persist  today. 

It  was  particularly  fortuitous  that  the  new  philosophy  had  its 
birth  at  approximately  the  same  time  as  the  settlement  of  the 
United  States.  Thus,  a  new  land's  customs  could  be  fashioned  along 
the  lines  of  popular  thinking.  No  old  and  reactionary  govern- 
ment body  could  place  any  limitations  on  theory.  For  the  govern- 
ment of  this  new  land  was  the  people  and,  as  they  thought  and 
planned,  so  did  they  build  their  economic  system.  Under  such  a 
cohesive  plan  of  unity  both  political  and  economic  developments 
might  go  hand  in  hand.  Thus,  it  seemed  only  right  that  the  early 
task  of  government  was  to  serve  and  maintain  the  free  enterprise 
system.  All  forms  of  business  enterprise  developed  with  almost 
total  absence  of  restriction.  A4any  political  writers  point  to  the 
establishment  of  the  First  National  Bank  of  the  United  States  in 
1791  and  the  Tariff  Act  of  1815  as  evidence  that  America  has  had 
government  regulation  from  the  beginning.  Instead,  even  these 
steps  were  designed  to  promote  and  protect  private  enterprise. 
The  tariff  laws,  in  particular,  were  intended  to  protect  infant 
industries  of  an  infant  nation  from  unfair  competition  from 
already  established  Old  World  nations  with  trade  government  un- 
der direction.  So,  from  this  nation's  very  beginning,  government 
policy  chose  to  evade  regulation  or  domination  of  industry  and 
business. 

REGULATION  AND  PUBLIC  INTEREST 

Developing  from  this  background,  public  regulation  has  fol- 
lowed public  interest.  As  public  interest  expanded  to  embrace 
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more  and  more  different  industries  so  too  did  public  regulation. 
The  most  interesting  phase  of  this  evolution  has  been  the  spec- 
tacular growth  and  development  of  an  economy  which  has  main- 
tained the  greatest  share  of  political  freedom  on  the  face  of  the 
globe.  All  manner  of  persons  formed  the  motivating  force.  All 
sought  profits  out  of  an  industrial  society  that  mushroomed  with 
breathtaking  speed  from  a  mercantile-agricultural  society  to  a 
complicated  modern  industrial  giant. 

It  is  not  surprising  that  there  has  been  a  strong  historical  re- 
lationship between  the  early  American  businessman  and  religion. 
Belief  in  God  played  a  very  strong  part  in  helping  men  to  over- 
come the  rigors  of  living  in  the  New  World.  Many  of  the  early 
settlers,  and  later  migrants  as  well,  chose  to  locate  in  America  be- 
cause of  its  freedom  of  worship.  Catholics,  Protestants,  Hugue- 
nots, Quakers,  Puritans,  and  many  other  sects  and  denomina- 
tions found  the  Old  World  would  not  grant  religious  freedom. 
Yet  here  was  a  whole  new  land  dedicated  to  freedom— even 
freedom  of  religious  belief.  Along  with  the  desire  for  a  better 
chance  to  secure  worldly  goods  came  a  strong  religious  influence. 
Perhaps  this  influence  did  more  to  advance  the  economic  system 
to  its  present  status  than  most  economists  and  businessmen  would 
care  to  admit.  Divine  power  certainly  had  a  strong  influence  on 
the  thought  and  actions  of  early  businessmen.  Since  this  divine 
power  oversaw  and  regulated  the  actions  of  man  in  whatever 
field  he  might  be,  then  it  seemed  unnecessary  to  provide  man- 
made  regulations  to  do  the  same  job.  In  fact,  by  doing  so,  might 
not  man  be  infringing  upon  divine  authority?  Although  the  prob- 
lem was  certainly  not  rationalized  to  this  extent  by  the  average 
artisan  or  merchant,  his  deep  religious  belief  must  have  in- 
fluenced very  forcefully  the  reaction  toward  government  regula- 
tion or  control  of  economic  activity. 

Furthermore,  ethics  even  then  must  have  been  recognized  as  a 
moral  problem.  Certainly  it  had  to  do  with  the  behavior  pattern 
of  man  in  relationship  to  his  fellows.  It  was  predicated  upon  man's 
responsibility  to  his  fellow  citizens  to  perform  actions  that  were 
sincere  and  right  instead  of  wrong.  The  church  and  its  leaders 
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again  were  the  greatest  influence  toward  "rightness"  of  action. 
Man  thoroughly  understood  the  fact  that  he  was  a  creature  of  sin, 
thoroughly  indoctrinated  in  the  ways  of  evil. 


THE  CHURCH  AND  THE  STATE 


The  church  furnished  the  guidepost  by  which  man  could  re- 
turn to  the  right  path.  If  this  were  the  church's  responsibility, 
then  by  all  means  the  church  should  be  allowed  to  enforce  it. 
And  above  the  church  rested  the  power  of  God.  It  is  not  surpris- 
ing that  any  success,  either  financial  or  otherwise,  that  man  found 
on  earth  could  easily  be  traced  to  the  beneficence  of  a  divine 
providence.  Rewards  for  trade  or  business  activity  were  pro- 
vided largely  by  holy  interests.  The  first  Thanksgiving  Day  in 
the  early  Massachusetts  settlement  showed  clearly  the  fact  that 
all  good  gifts  were  granted  by  God  and  thanks  were  due  to  him 
for  his  favor. 

One  can  easily  see  that  this  religious  doctrine  was  very  satis- 
factory as  an  adjunct  to  the  self-interest  theory  already  men- 
tioned. As  long  as  man  strove  to  better  himself  and  his  worldly 
position,  he  was  assured  of  divine  help.  In  the  event  that  he  was 
immoral  in  his  actions  or  if  he  hurt  his  fellow  men  in  his  search 
for  private  gain,  he  would  receive  his  punishment  from  the  hands 
of  God  and  not  from  earthly  sources.  He  found  it  possible,  there- 
fore, to  shrug  off  his  responsibility  to  society  by  fixing  the  re- 
sponsibility on  a  much  higher  plane.  As  a  result  the  average  small 
businessman  of  the  early  days  showed  an  almost  complete  dis- 
interest in  the  idea  of  ethical  morality  in  commercial  affairs.  Un- 
less the  divine  influence  was  strong,  man's  actions  were  justified  as 
necessary  in  order  to  achieve  desired  objectives. 

A  further  influence  during  this  period  was  the  desire  to  limit 
the  influence  of  government  not  only  in  the  affairs  of  the  in- 
dividual but  also  in  matters  of  the  church.  Again,  it  is  possible  to 
trace  the  influence  of  their  European  background  on  the  early 
American  settlers.  In  most  of  the  Old  World  countries  there  had 
been  a  very  close  liaison  between  state  and  religion.  In  many 
instances   church   and   state   were   synonymous.   Both   groups 
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worked  actively  to  the  perpetuate  each  other  and  provided  rules 
and  regulations  specifically  designated  to  promote  such  a  result. 
In  some  cases  the  state  was  a  mere  puppet  operating  purely 
through  the  grace  of  and  under  the  domination  of  the  organized 
church.  Thus,  personal  liberty  was  under  the  complete  control 
of  other  authority.  This,  as  much  as  any  specific  desire  for  per- 
sonal social  or  economic  gain,  drove  many  of  the  early  settlers 
to  make  the  journey  to  the  shores  of  the  New  World.  Although 
most  were  deeply  religious,  either  through  conviction  or  through 
fear,  past  experience  prevented  their  possible  acceptance  of  any 
connection  between  state  and  church,  however  vague.  There  was 
surely  a  place  for  both  institutions,  but  the  place  of  each  was  en- 
tirely separate  from  that  of  the  other.  Since  the  church  specifi- 
cally was  designed  to  disseminate  moral  principles,  ethics  in  all 
forms  lay  within  its  jurisdiction.  On  the  other  hand,  the  state  was 
designed  to  provide  protection  from  attack  for  its  citizens.  This 
protection  was  not  against  the  behavior  of  other  members  of  the 
state  but  only  against  the  efforts  of  those  who  might  destroy  it. 
The  desire  for  freedom  from  oppression  was  strong  in  the  minds 
and  hearts  of  the  forebears  of  the  present  American  people.  For  a 
hundred  years  their  attitudes  and  beliefs  held  fast  in  the  minds 
of  subsequent  generations  and  form  the  backbone  of  the  "rugged 
individualist"  theory  of  today.  Such  traditions  are  hard  to  modify 
or  remove  and  the  battle  for  ethical  control  through  government 
action  has  had  much  to  overcome. 

EARLY  AMERICAN  BUSINESS  PHILOSOPHERS 

In  spite  of  the  stress  laid  upon  early  religious  belief,  it  must  not 
be  thought  that  all  citizens  of  this  era  had  the  same  philosophy. 
The  weight  of  public  opinion  was  certainly  in  favor  of  less 
government  in  economic  life.  Certain  top  thinkers  of  the  times, 
however,  believed  that  moral  issues  did  require  some  form  of 
leadership  over  and  above  the  divine.  During  the  beginnings  of 
national  history  such  figures  as  Benjamin  Franklin,  Alexander 
Hamilton,  James  Madison,  and  John  Woolman  (the  Quaker 
leader  of  his  day)  felt  that  certain  areas  of  morality  in  economic 
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life  needed  leadership  and  possibly  control.  Their  motives  were 
not  always  based  upon  ethics,  but,  in  many  cases,  were  dictated 
by  the  importance  of  the  form  of  activity  under  consideration. 
For  example,  Alexander  Hamilton  was  primarily  interested  in 
government  control  of  financial  activities,  and,  therefore,  was 
largely  responsible  for  the  establishment  of  the  first  bank  of  the 
United  States  in  1791.  Here  his  belief  in  the  need  for  government 
action  was  dictated  by  the  philosophy  that  financial  activities 
,  were  important  for  the  strength  of  the  nation,  as  well  as  for  the 
welfare  of  the  individual.  In  addition,  the  people's  ability  to 
achieve  their  personal  objectives  in  a  society  such  as  was  then 
being  developed  depended  in  large  part  upon  the  moral  sanctity 
of  the  over-all  financial  organization.  In  the  realm  of  money  and 
banking  there  were  more  dangerous  possibilities  of  fraud  and 
other  activities  against  the  public  interest  than  in  most  other  fields. 
Franklin  was  less  specific  in  regard  to  types  of  business  opera- 
tion needing  control,  but  he  was  indeed  a  leader  in  developing 
a  moral  way  of  life  for  his  times. 

But  for  every  leader  during  the  1800's  who  struggled  to  re- 
place fraudulent  operations  with  ethical  practice,  there  were 
thousands  who  felt  that  every  man  should  protect  himself  first 
in  commercial  enterprise.  The  very  fact  of  trade  or  business  was 
assumed  to  be  dangerous  and  the  man  who  was  guilty  of  sharp 
practice  most  frequently  became  the  man  of  fortune.  Many  of 
the  practices  performed  under  the  name  of  legitimate  business 
in  that  era  would  be  classed  as  swindles  under  today's  moral  code. 
But  behind  all  this  operation  lay  one  fundamental  fact.  Business, 
like  the  nation  itself,  was  in  a  stage  of  violent  evolution.  There 
was  nothing  mild  or  pleasant  about  life  in  the  nineteenth  cen- 
tury. Progress  was  being  made  but  it  was  spurred  by  the  raw, 
angry  motivating  forces  of  individual  greed  and  the  desire  for 
self-advancement.  Law  and  government  were  impotent  to  meet 
this  challenge.  Only  too  frequently  law  was  dictated  by  the  so- 
called  robber  barons  of  industry.  They  made  the  laws  and  they 
chose  the  officers  of  the  law.  Government  officials  could  not  be 
elected  without  their  help  or  at  least  their  sanction.  This  very 
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control  exercised  by  the  successful  business  tycoons  and  in- 
dustrial grants  nurtured  and  fostered  the  doctrine  of  economic 
individualism  long  past  the  period  of  its  greatest  social  value. 
But  it  is  a  most  important  question  as  to  whether  or  not  the  im- 
mense business,  commercial,  and  industrial  advances  that  took 
place  during  this  period  would  have  occurred  in  the  United 
States  if  this  situation  had  not  existed.  It  is  highly  dubious  that 
striving  for  wealth  and  personal  prestige  would  have  been  able 
to  accomplish  the  good  present  results  under  an  era  of  rigid 
moral  law  and  government  regulation. 

One  fact  is  certain  concerning  nineteenth  centry  business  prac- 
tice. Great  advances  did  take  place.  New  products  were  de- 
veloped through  research  and  invention.  The  public  found  its 
wants  and  desires  expanded  astronomically,  with  products  always 
being  developed  to  serve  these  needs.  In  spite  of  high  profits  to 
the  entrepreneurs,  costs  were  successively  lowered  formost  prod- 
ucts and  the  result  was  a  continuously  rising  standard  of  living. 
The  practical  application  of  electricity,  the  telephone,  motion 
pictures,  automobile,  steam  locomotive,  mass-production  system, 
and  thousands  of  other  products  and  processes  taken  for  granted 
today  had  their  beginnings  in  this  rough  and  boisterous  era  of 
individualism.  As  the  century  closed,  however,  it  was  easy  to  see 
the  trend  of  public  reaction.  The  signs  were  clear:  it  was  to  the 
twentieth  century  that  people  looked  for  an  end  to  the  abuses 
that  had  accompanied  such  awe-inspiring  progress.  The  principal 
question  was:  from  what  direction  would  moral  betterment  come? 
Through  what  agency  or  medium  would  such  improvements  be 
best  received?  Could  individualism  and  ethics  be  brothers  in  the 
economic  system?  Would  government  and  business  be  separated 
or  would  industrial  control  of  government  continue?  How  would 
these  be  solved  as  the  nation  passed  from  the  old  to  a  new  era? 

The  first  answer  came  through  the  government's  gradual  as- 
sumption of  additional  duties  and  responsibilities.  A  new  phi- 
losophy was  born  in  government  life  which  may  be  called  the 
doctrine  of  public  interest.  From  the  old  idea  that  a  government 
was  purely  a  social  organism  developed  to  protect  property  and 
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the  national  frontier  came  the  new  idea  that  the  government's 
duty  was  also  to  protect  the  welfare  of  those  who  lived  within 
the  national  boundaries.  The  people  of  a  nation  might  turn  to 
their  elected  leaders  for  support  and  aid  against  the  machinations 
of  those  who  might  seek  to  defraud  them  of  their  welfare  or 
their  fortunes.  Those  who  could  appeal  to  the  government  for 
aid  and  protection  should  not  be  chosen  solely  on  the  basis  of 
economic  size  and  strength.  True,  this  did  not  happen  overnight 
or  even  during  one  decade.  Instead,  it  was  the  result  of  a  gradu- 
ally developing"  public  opinion  or  popular  demand,  a  "grass- 
roots" trend  that  over  a  period  of  years  became  a  powerful  move- 
ment for  the  government  intervention  into  economic  life. 


INFLUENCE  OF  STATE  GOVERNMENTS 


Although  the  most  notable  example  of  government  control 
over  economic  activity  has  been  national  legislation,  nevertheless, 
in  early  history  it  was  generally  the  state  governments  that  pro- 
vided the  first  legal  action.  This  has  been  true  of  practically  all 
forms  of  regulation  in  the  public  interest  up  to  the  New  Deal 
program  beginning  in  1933.  It  has  long  been  a  question  of  state 
versus  national  jurisdiction  wherever  the  interest  of  the  public 
has  been  concerned.  Certainly,  state  governments  have  been 
closer  to  the  people  than  the  national  government;  moreover,  the 
extent  of  their  normal  responsibilities  and  activities  has  been 
considerably  less.  So  it  is  not  difficult  to  see  why  many  of  the 
rules  and  regulations  protecting  the  public  welfare  first  came  into 
being  as  part  of  a  state  legislative  program.  The  very  fact  that 
state  jurisdiction  is  limited  causes  a  big  gap  in  the  control  mecha- 
nism unless  there  is  complete  national  coverage  by  similar  state 
laws  everywhere.  Because  of  this  gap  the  trend  arose  toward 
national  rather  than  state  control.  It  was  the  only  way  to  get  ef- 
fective control  action.  Details  of  some  of  these  legal  trends  will 
be  presented  later  in  this  chapter. 

Even  in  addition  to  the  trend  toward  public  regulation,  how- 
ever, there  was  a  growing  sense  of  responsibility  for  the  public 
welfare  among  top  business  and  industrial  leaders.  Such  men  as 
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Henry  Ford,  John  D.  Rockefeller,  Henry  Dennison,  John  Wana- 
maker,  E.  A.  Filene,  Henry  Kaiser,  Charles  E.  Wilson,  and  many 
others  of  this  era  and  the  generation  just  passed  added  to  the 
individualistic  economy  a  type  of  responsibility  not  found  be- 
fore. Whether  their  purpose  was  to  produce  more  goods  for  less 
money  in  order  to  raise  the  public  standard  of  living,  as  was  the 
objective  of  Ford  and  Wilson;  or,  to  develop  better  employer- 
employee  relations,  which  interested  Dennison,  Proctor  and 
Gamble  and  Jack  and  Heinz;  or,  more  honestly  to  improve  mar- 
keting and  distribution,  the  goal  of  Wanamaker,  Filene,  and  Gim- 
bel— all  were  directed  toward  the  betterment  of  business  opera- 
tion and  practice,  especially  in  regard  to  business's  contact  with 
the  public.  It  would  be  unfair  to  place  greatest  credit  for  the 
improvement  of  modern  business  ethics  on  government  inter- 
vention, when  much  of  this  has  been  caused  by  the  direct  action 
of  business  leaders  themselves  operating  through  the  individualis- 
tic society  of  which  they  were  a  part. 

The  significance  of  this  change  is  apparent.  Mankind  was  not 
becoming  more  religious  or  socially  better.  Instead  the  evolu- 
tionary and  transitional  nature  of  the  American  economy  was 
passing.  In  essence  the  American  economy  had  become  mature. 
From  the  early  1900's  through  two  major  world  wars,  including 
a  period  of  startling  prosperity*  and  a  critical  crash  and  depres- 
sion, our  grown  economic  system  passed  from  a  turbulent  adoles- 
cence into  full-blown  maturity.  People  had  both  prospered  and 
suffered,  in  this  fifty-year  span  and  the  knowledge  they  gained 
was  brought  to  bear  upon  the  producer  and  distributor.  Goods 
must  be  produced  according  to  public  desires  and  not  according 
to  the  businessman's  whim.  Selling  practice  must  be  made  effec- 
tive through  service,  honest  advertising  claims,  and  quality  mer- 
chandise rather  than  by  knavery  and  chicanery.  The  mass  of  the 
people  now  provided  industrial  capital,  through  small  invest- 
ments, for  the  gold  of  the  wealthy  alone  was  not  enough  to  main- 
tain operation  of  the  huge  industrial  system.  Thus,  people  be- 
came interested  in  the  conduct  of  business  even  at  top  levels, 
because  they  knew  now  that  their  welfare  depended  in  large 
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part  upon  proper  administration  of  all  phases  of  the  economy. 
The  industrialist  and  tycoon,  once  looked  upon  with  awe  and 
trepidation  by  the  American  masses,  became,  in  effect,  a  public 
servant  and  was  directed  through  public  opinion  into  proper 
service  channels. 

The  great  depression  of  the  thirties  spotlighted  this  change 
with  great  clarity.  In  a  period  of  national  emergency,  the  people, 
along  with  business  leaders,  financiers,  and  government  adminis- 
trators, found  a  situation  that  could  not  be  handled  under  the  old 
individualistic  scheme.  A  national  depression  of  great  severity, 
with  bank  closings,  mortgage  foreclosures,  unemployment,  huge 
inventories,  low  purchasing  power  and,  above  all,  abject  pes- 
simism, called  for  a  strong  national  policy  of  economic  recon- 
struction to  rebuild  the  shattered  economy.  There  was  still  plenty 
of  room  for  private  initiative  and  individualism,  but  planning  on 
a  national  scale  was  essential  if  the  economy  were  to  run  again. 
Thus  there  was  once  more  encroachment  upon  private  business 
by  government  authority  and  again  the  public  interest  was 
championed  through  a  series  of  business  reform  measures.  Bank- 
ing, marketing,  transportation,  agriculture,  and  industrial  pro- 
duction all  were  affected  by  a  flood  of  new  governmental  regula- 
tions designed  in  the  public  interest.  All  measures  received  more 
than  normal  acceptance  by  both  business  and  the  public  because 
of  the  severity  of  the  national  crisis.  Such  gains,  however,  would 
have  occurred  under  any  circumstances,  for  the  stage  had  been 
set  and  the  trend  was  already  apparent.  The  fast  development 
of  these  measures,  of  course,  was  occasioned  by  this  pressure  of 
current  economic  conditions. 

NATIONAL  REGULATION  OF  BUSINESS  PRACTICE 

Earlier  portions  of  this  chapter  have  illustrated  the  changing 
character  of  public  opinion  with  regard  to  the  place  of  govern- 
ment in  business,  as  well  as  the  declining  importance  of  economic 
individualism  as  a  basic  premise  of  the  American  system.  In  order 
to  clarify  these  trends  through  more  practical  analysis  it  seems 
wise  to  trace  briefly  the  trend  in  governmental  regulation  of 
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business.  It  has  already  been  stated  that  regulation  and  control  is 
almost  as  old  as  the  nation  itself  through  the  Bank  of  the  United 
States  (1791)  and  the  Tariff  of  1815.  Clearly  certain  phases  of 
the  national  economy  were  forced  to  provide  regulatory  protec- 
tion. However,  too  great  an  infringement  upon  the  freedom  of 
economic  operation  in  that  era  would  have  been  both  unpopular 
and,  at  the  same  time,  restrictive  in  the  light  of  a  growing 
economy. 

From  the  founding  of  the  nation  itself  through  the  period  of 
the  war  between  the  states,  government  policy  did  not  tend  to 
regulate  business  in  the  public  interest.  Most  frequently  it  was 
developed  for  restrictive  or  functional  purposes.  Excellent  ex- 
amples of  this  form  of  regulation  were  the  state  laws  dealing 
with  new  railroad  enterprises  in  the  1830's.  Through  the  great 
power  they  wielded  in  legislative  halls,  certain  competitive  trans- 
port groups  attempted  to  prevent  the  operation  and  organization 
of  railroads.  Canal  companies,  stage  lines,  and  toll  road  operators 
caused  restrictive  regulations  upon  newly-developed  railroads 
to  be  passed,  so  that  they  might  not  be  able  to  operate  either  ef- 
ficiently or  effectively.  Banking  and  currency  laws,  as  well  as 
tariff  enactments,  were  designed  to  restrict  certain  regions  where 
competition  might  grow  and  hurt  more  well-established  regional 
economies.  Interwoven  into  this  fabric  of  restriction  for  personal, 
corporate,  or  regional  gain  was  the  deep  striving  for  economic 
success.  Foreign  trade  developed,  banks  and  banking  flourished, 
and  speculation  in  new  ideas  and  techniques  became  an  apparent 
motivating  force  in  the  economy. 

Under  this  pressure,  the  American  corporation  came  into  be- 
ing, a  form  of  business  enterprise  that  opened  the  door  to  easy 
financing  of  many  schemes  and  speculative  ventures.  Many  dif- 
ferent views  of  the  value  and  importance  of  the  corporate  form 
of  business  enterprise  were  prevalent,  and  it  was  only  natural  that 
such  opinion  would  reflect  the  support  given  to  such  an  innova- 
tion by  citizens  and,  particularly,  lawmakers.  Many  states  felt 
that  the  way  to  economic  success  within  their  borders  was  to 
support  and  encourage  the  free  organization  of  corporations 
through  the  issuance  of  unrestricted  charters.  Other  states  even 
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offered  financial  incentives  to  promote  the  incorporation  of  cer- 
tain "essential"  activities  within  their  borders.  But,  as  in  the  case 
of  most  new  ventures,  there  were  also  many  cooler  and  more 
cautious  heads  who,  upon  consideration,  foresaw  a  future  de- 
velopment of  the  corporation,  particularly  in  certain  areas  of 
economic  activity,  that  might  be  a  danger  to  the  people  of  the 
nation.  This  was  the  beginning  of  the  public  welfare  and  public 
interest  theories  of  government  action  in  the  economic  sphere. 
It  appeared  most  clearly  in  the  question  of  liability  of  corporate 
owners  in  the  face  of  possible  failure.  In  a  new  economy  where 
there  is  much  gambling  and  speculation,  the  element  of  liability 
is  a  strong  deterrent  to  unethical  operation.  In  fact,  fear  of 
liability  can  be  the  guiding  hand  directing  the  operation  of  the 
manager  as  between  ethical  and  unethical  practices.  Conse- 
quently, many  who  desired  to  use  the  corporate  form  of  organiza- 
tion wanted  to  do  so  largely  because  of  the  liability  protection 
they  received  in  the  event  of  failure.  Various  legislatures  were 
wise  enough  to  see  this  reason  for  corporations'  popularity  and 
established  unlimited  liability  charters  for  businesses  that  were 
seemingly  endowed  with  the  public  interest.  In  this  manner  un- 
wise ventures  and  poor  operation  practices  could  be  minimized 
and  the  public  protected.  Unfortunately,  this  practice  was  not 
popular  and  those  states  that  used  such  measures  found  a  decline 
in  the  rate  of  incorporation  within  their  jurisdictions.  Other  states 
found  corporations  becoming  so  strong  that  they  could  dictate 
legislative  policy  through  the  power  they  exercised  over  the 
members  of  the  legislature.  Consequently,  the  power  of  state 
legislatures  over  corporations  dwindled,  and  more  and  more 
states  established  general  incorporation  laws  under  which  cor- 
porations would  be  chartered  by  a  state  officer  specifically  desig- 
nated for  this  purpose. 

RELATIONS  OF  CORPORATE  DEVELOPMENT  AND 
BUSINESS  REGULATION 

As  corporate  development  prospered  in  the  early  1800's,  so  too 
did  the  variety  and  scope  of  business  enterprise.  Not  only  were 
railroads  and  canals  expanding  into  a  vast  transportation  network 
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but  the  whole  character  of  the  distribution  of  goods  and  products 
was  undergoing  a  metamorphosis.  The  small  general  retailer  was 
becoming  an  institution  of  the  past  in  the  city,  prospering  only 
in  rural  areas  as  the  general  store.  The  wholesaler  was  a  firmly- 
established  institution,  reducing  costs  of  distribution  in  addition 
to  increasing  the  supply  and  availability  of  consumer  goods.  But 
here  again  bigness  showed  its  influence.  Many  stores  in  city  areas 
were  expanding  along  departmentalized  lines.  Just  as  in  manu- 
facturing and  other  forms  of  industrial  operation,  size  was  be- 
coming a  prerequisite  of  success.  Great  financial  returns  came 
only  from  the  enterprise  large  enough  to  generate  them.  And  so 
the  modern  department  store  put  down  its  roots  in  the  American 
economy  as  did  the  specialty  shop  approximately  a  century  ago. 
This  was  the  economy  that  was  developing.  Although  large  size 
was  obviously  necessary,  at  the  same  time  it  encouraged  trends 
that  were  to  become  the  root  of  ethical  problems  in  years  to 
come.  The  absentee  owner  who  profited  while  not  actively  en- 
gaged in  business  operation  was  one.  Still  another  was  the  loss 
of  close  relations  between  the  actual  owner  of  the  business  firm 
and  his  employees.  And  finally,  there  was  the  loss  of  touch  be- 
tween the  businessman  or  the  industrialist  and  the  public  in  gen- 
eral. All  of  these  problems  generated  the  decline  in  moral  values 
which  came  during  the  next  fifty  years.  But  above  all  in  im- 
portance was  the  fundamental  belief  in  the  minds  of  most  busi- 
nessmen that  they  were  above  service  to  the  public.  Size  made 
them  powerful  and  as  powers  they  were  over  and  above  the  con- 
trol of  the  common  man.  Thus,  the  stage  was  set  for  a  new  series 
of  legislative  enactments  to  prove  to  even  the  largest  businessman 
that  business  is  a  public  servant  no  matter  how  large  it  becomes. 

POST- 1865  REGULATION 

The  war  between  the  states  marked  the  point  between  the 
foundation  of  these  principles  and  their  actual  inclusion  in  the 
nation's  economic  system.  One  of  the  principal  economic  results 
of  the  war  itself  was  the  realization  that  a  nation  or  region  amply 
supported  by  large-scale  industry  is  in  a  strong  position  to  with- 
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stand  any  attack  upon  its  borders.  However,  more  than  this, 
was  the  discovery  of  mass-production  techniques'  advantages, 
demonstrated  in  the  production  of  war  supplies.  The  war  gave 
impetus  to  a  sudden  heavy  demand  for  army  equipment,  cloth- 
ing, shoes,  and  other  military  supplies.  Northern  industry,  faced 
by  this  sudden  challenge,  was  able  to  prove  that  the  greatest  bene- 
fits in  production  could  be  received  through  large-scale  opera- 
tions. As  soon  as  the  war  was  over,  businesses  began  to  expand, 
pyramiding  organization  upon  organization  until  industrial  mo- 
nopolies and  monstrosities  were  built.  Again  the  trend  had  al- 
ready begun,  but  it  took  the  war  period  to  prove  the  merits  of 
such  a  system.  Public  interest  and  welfare  were  forgotten  by  the 
industrialists  as  they  strove  to  increase  profits  and  returns  to 
absentee  owners.  Speculation  in  securities  gained  such  ground 
that  various  states  passed  "Blue  Sky"  laws  to  protect  unwary 
investors  captivated  by  the  thoughts  of  big  returns  from  financial 
manipulations.  Such  laws  reduced  the  danger  of  fraud  in  intra- 
state security  sales  but  were  useless  in  controlling  such  abuses 
when  the  sales  mechanism  crossed  state  boundaries.  It  was  to  be 
years  before  a  law  would  be  passed  to  control  abuses  in  national 
trade. 

The  trend  to  large  corporations  brought  charges  of  monopoly 
against  many  companies  that  had  taken  advantage  of  state  tax 
laws  to  become  examples  of  complexity.  To  overcome  this  tend- 
ency and  to  protect  such  public  abuses  as  pooling,  price  control, 
and  short  supply,  agitation  developed  for  a  strong  antitrust  law. 
The  result  was  the  passage  of  the  Sherman  Act  of  1890  designed 
to  prohibit  and  prevent  all  combinations  in  restraint  of  trade.  Like 
many  laws,  it  did  not  clearly  differentiate  between  good  and  bad 
situations.  It  was  left  to  the  United  States  Supreme  Court  in  the 
cases  of  Standard  Oil  Co.  of  N.J.  v.  U.S.1  and  American  Tobacco 
Co.  v.  U.S.2  to  write  into  the  law  through  interpretation  the  so- 
called  "rule  of  reason."  Thus,  the  justices  ruled  out  combinations 
that  they  felt  unreasonably  restrained  trade  but  they  would  not 

1 221  u.S.  1. 
2  221  U.S.  106. 
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condemn  a  corporation  purely  upon  the  grounds  of  large  size. 
After  this  ruling  and  until  the  turn  of  the  century  a  wave  of  consol- 
idations and  mergers  took  place,  constantly  increasing  the  bigness 
or  number  of  operating  units  of  various  industries  but  striving,  at 
the  same  time,  to  maintain  some  semblance  of  competition  in  the 
public  interest.  Until  World  War  I,  however,  combinations  in- 
creased only  slightly  in  the  face  of  "trust-busting"  tactics  of  the 
presidents  of  that  era.  Further  government  control  came  with  the 
Clayton  Act  of  1914  and  the  governmental  victories  in  the  Stand- 
ard Oil3  and  American  Tobacco  Company4  cases  in  1911. 

ATTEMPTS  TO  ELIMINATE  UNFAIR  TRADE  PRACTICES 

When  modern  forms  of  unfair  competition  in  business,  in 
general,  are  examined,  they  seem  to  fall  into  two  classes;  those 
forbidden  by  law  and  those  condemned  by  custom.  Many  earlier 
unfair  practices  are  now  actionable  at  law,  such  as  interference 
with  a  competitor's  contract,  substitution  of  merchandise,  mis- 
representation of  goods  and  methods,  and  transportation  rebates. 
All  these,  of  course,  violate  modern  folk  custom,  but  where 
that  is  not  an  effective  deterrent  the  injured  party  is  fully  pro- 
tected by  law. 

There  are,  however,  unfair  trade  practices  which  are  not  yet 
forbidden  by  law,  such  as  price  cutting,  disparagement  of  com- 
petition, customer's  graft,  and  attempted  boycotts  of  raw  ma- 
terials. These  are  in  violation  of  good  folk  custom,  and  have  been 
most  effective  weapons  of  large  business.  Folk  feeling  against 
price-cutting  is  so  strong  that  many  attempts  to  penalize  it  by 
statute  have  been  attempted. 

In  1919,  an  attempt  to  do  away  with  unfair  trade  practices  was 
made  through  the  trade  practice  "confessions"  under  the  Federal 
Trade  Commission.  The  greatest  operators  in  a  large  industry 
under  investigation  freely  admitted  that  they  used  certain  un- 
fair practices,  because  not  to  do  so  would  place  them  at  a  com- 
petitive disadvantage.  These  firms  stated  their  willingness  to 

3  Standard  Oil  Co.  v.  U.S.,  221  U.S.  1. 

4  U.S.  v.  American  Tobacco  Co.,  221  U.S.  106. 
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abandon  such  practices  and  urged  cooperation  rather  than 
prosecution. 

Despite  such  a  fine  beginning,  no  new  conference  was  called 
until  1926,  when  a  Division  of  Trade  Practice  Conference  was 
created  under  the  FTC.  This  became  very  effective  in  securing 
for  the  public  the  benefits  of  competition  and  in  bringing  fair 
methods  of  competition  to  the  businessmen  involved.  These  trade 
practice  conferences,  however,  often  resulted  in  the  formulation 
of  codes  of  ethics  or  statements  of  good  intention  without  any 
machinery  for  enforcing  their  conditions. 

Retailing,  in  the  meantime,  was  demonstrating  that  it  sought 
to  correct  the  evils  by  self-regulation,  and  was  making  a  very 
definite  step  forward  in  reducing  unfair  trade  practices. 

In  1925,  a  department  was  organized  in  the  United  States 
Chamber  of  Commerce,  to  study  unfair  trade  practices.  This 
eventually  became  the  National  Distribution  Conference.  Its 
report  entitled  "Trade  Relations"  is  still  one  of  the  most  compre- 
hensive statements  on  the  subject.  All  this  occurred  about  eight 
years  before  the  National  Recovery  Act  gave  business  groups 
an  opportunity  to  try  to  correct  trade  abuses  through  their 
respective  codes. 

The  National  Distribution  Conference,  in  1925,  published  a 
chart  setting  forth  certain  unfair  trade  practices  of  which  the  re- 
tailer accused  the  wholesaler  and  manufacturer.  These  were: 

Salesmen's  making  promises  the  house  cannot  fill 
Selling  direct  to  consumer 

Selling  to  competitors  when  line  is  supposedly  exclusive 
Substituting  inferior  merchandise  in  filling  an  order 
Sending  unordered  merchandise 

Manufacturer  and  wholesaler  in  turn  listed  the  following  com- 
plaints against  the  retailer: 

Failing  to  confirm  orders 
Demanding  unfair  concessions 
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Taking  unearned  discounts 
Cancelling  orders  unfairly 
Returning  merchandise  unjustly- 
One  of  the  indictments  against  businessmen  is  that  codes  are 
cluttered  with  regulations  attempting  to  correct  trade  abuses,  all 
of  which  would  be  unnecessary  if  all  businessmen  followed  the 
moral  principles  already  adopted  by  the  business  group.  The  first 
need  in  business  ethics  is  an  impartial  and  unselfish  desire  to  do 
the  right  thing.  On  the  other  hand,  the  man  who  does  not  conduct 
his  business  according  to  moral  principles  usually  finds  an  excuse 
to  justify  himself. 

In  1927,  the  National  Retail  Dry  Goods  Association  established 
a  Committee  on  Trade  Relations  and  also  a  Bureau  of  Trade  Re- 
lations. Their  object  was  to  survey  unfair  practices  and  to  study 
complaints  arising  from  manufacturers'  and  retailers'  dealings 
with  each  other.  Thereafter,  codes  of  standard  practice  were  to 
be  drawn  up  which  both  sides  would  obey.  The  NRDGA  also 
proposed  to  set  up  a  clearing  house  of  complaints  to  which  manu- 
facturers could  report  any  violation  of  the  standards  of  practice 
by  any  of  their  customers. 

The  Trade  Relations  Committee  of  the  NRDGA's  studies  of 
the  millinery,  hardware,  men's  clothing,  and  women's  garment 
industries  showed  that  unethical  acts  by  businessmen  were  en- 
couraged primarily  because  of  fluctuations  in  price  levels,  un- 
even flow  of  business,  and  lack  of  business  standards. 

THE  FTC'S  INVESTIGATION  OF  CHAIN  STORES 

The  rapid  growth  of  chain  stores  in  this  country  gave  rise  to 
concern  about  their  becoming  monopolies.  Consequently,  the 
United  States  Senate,  in  1928,  ordered  the  Federal  Trade  Com- 
mission to  investigate  them,  and  in  a  report  made  in  December, 
1934,  the  following  findings,  among  others,  were  published: 

1.  That  the  ability  of  the  chains  to  buy  more  cheaply  than  the 
independents  was  a  "most  substantial,  if  not  a  chief  factor"  in  the 
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lower  selling  prices,  which  accounted  so  largely  for  the  growth 
of  the  chains. 

2.  That  the  lower  prices  given  the  chain  stores  often  were 
granted  unwillingly  by  the  manufacturer,  who  feared  that  com- 
petition would  take  away  his  large  chain  customers,  that  the 
chains  would  discourage  the  sale  of  his  goods,  or  that  they  would 
make  their  own. 

3.  That  price  advantages  were  frequently  given  to  the  chains 
in  the  form  of  brokerage  or  commission  through  special  allow- 
ances for  advertising  or  display  or  other  forms  of  concessions  not 
allowed  to  independents. 

4.  Additional  legislation  was  recommended  to  correct  these 
conditions. 

The  surprising  feature  of  this  report,  which  was  the  result  of  a 
seven-year  study  of  the  chain  stores,  was  not  that  it  brought  out 
certain  unsatisfactory  features  of  chain  store  operation,  but  that 
it  revealed  so  many  favorable  ones. 

In  the  recommendation  and  conclusions,  the  FTC  held  that 
chain  store  advantages  derived  from  the  integration  of  produc- 
tion and  distribution,  the  savings  made  by  avoiding  credit  and 
delivery  service,  and  the  benefit  derived  from  large-scale  adver- 
tising were  beyond  the  scope  of  statutory  law.  Nor  did  it  recom- 
mend any  change  in  law  to  affect  such  advantages. 

The  FTC  frowned,  moreover,  upon  discriminatory  chain  store 
taxation,  holding  that  to  tax  the  advantages  of  chain  stores  over 
competitors  out  of  existence  would  be  to  tax  out  of  existence  the 
advantages  which  the  consuming  public  has  gained  in  patroniz- 
ing them. 

THE  ROBINSON-PATMAN  ACT 

Under  the  National  Recovery  Administration  antitrust  laws 
had  been  relaxed  in  favor  of  Codes  of  Fair  Competition.  Shortly 
after  the  NRA's  demise,  the  Robinson-Patman  Bill  was  intro- 
duced, championed  by  wholesale  grocers,  independent  drug 
retailers,  and  others.  Although  it  followed  soon  after  the  FTC's 
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report  to  the  Senate,  the  bill  was  in  no  way  a  result  of  that  in- 
vestigation, but  rather  an  attempt  to  cure  the  age-old  problem  of 
price  discrimination. 

The  Robinson-Patman  Act,  affecting  every  person  engaged 
in  commerce,  was  made  law  on  June  19,  1936.  It  amends  Section 
2  of  the  Clayton  Act,  which  was  the  first  specific  legislation  deal- 
ing with  price  discrimination.  This  amendment  was  designed  to 
prevent  arbitrary  price  cutting  and  other  substantial  competitive 
advantages.  Among  its  provisions  was  the  statement  that  it  is  un- 
lawful for  a  seller  to  discriminate  in  price  between  different 
purchasers  of  like  grade  or  quality,  or  for  the  customer  know- 
ingly to  endure  or  receive  such  discrimination  where  the  effect 
may  be  to  lessen  competition  or  to  create  a  monopoly  in  any  line 
of  commerce,  or  for  anyone  to  injure,  destroy,  or  prevent  com- 
petition with  the  buyer  or  seller,  or  with  the  customer  of  either 
of  them. 

It  is  a  very  confusing  and  uncertain  law,  defying  simple  analy- 
sis, and  often  it  interferes  with  the  smooth  flow  of  business  be- 
cause even  traders  are  not  sure  precisely  what  constitutes  unlaw- 
ful price  discrimination.  It  would  be  more  practical  to  have  a 
simple  law  declaring  unfair  price  discrimination  to  be  unlawful, 
and  let  the  Courts  and  the  FTC  decide  what  is  unfair. 


THE  MILLER-TYDINGS  ACT 


The  Miller-Ty dings  Act,  passed  in  August,  1937,  amends  the 
basic  antitrust  law,  the  Sherman  Act  of  1890,  by  extending  the 
general  declaration  to  make  "every  contract,  combination  in  the 
form  of  trust  or  otherwise,  or  conspiracy  in  restraint  of  trade  or 
commerce"  illegal. 

One  of  the  earliest  forms  of  trade  in  this  country  was  horse 
trading.  In  no  other  business  transaction  did  the  buyer  need  to  be 
so  wary  of  the  horse  or  the  claims  made  by  the  seller.  It  is  incon- 
ceivable that  any  business  could  be  conducted  on  that  basis  to- 
day. Everything  about  modern  business  is  built  around  truth 
about  merchandise  and  willingness  to  support  every  claim  made 
by  it. 

One  of  the  forces  that  helped  to  change  the  old  philosophy  of 
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caveat  emptor  is  advertising,  which  has  become  a  great  force  in 
selling.  The  law  now  demands  honesty  in  claims  that  manufac- 
turers and  stores  make  for  their  wares.  Today's  customer  has 
come  to  accept  what  stores  tell  him,  and  he  has  confidence  in  the 
stores  in  which  he  buys.  He  is  no  longer  deceived,  because  de- 
ception has  been  ruled  out  of  business  dealings  as  opposed  to  good 
morals.  Virtually  every  form  of  misrepresentation,  in  the  broad- 
est sense  in  which  the  term  can  be  applied  to  merchandise,  has 
been  denounced  by  our  courts  as  unfair  competition,  because  it  is 
characterized  by  deception,  bad  faith,  fraud,  or  oppression. 

Price-cutting  is  not  in  that  category,  but  it  is  regarded  as  an 
unfair  practice  to  hinder  competition  unduly  and  thus  create  a 
monopoly.  The  objective  of  the  Miller-Tydings  Act  or  the  "Na- 
tional Fair  Trade  Act,"  as  it  is  popularly  called,  "is  to  permit  the 
public  policy  of  the  forty-two  states  having  Fair  Trade  Acts  to 
operate  with  respect  to  interstate  contracts  for  the  resale  of  goods 
within  those  states."  The  principal  provision  of  the  state  laws  was 
to  permit  the  manufacturers  of  identified  articles  to  make  price 
agreements  with  wholesalers  and  retailers  and  for  the  manufac- 
turers of  branded  merchandise  to  establish  its  resale  price.  The 
laws  permitted  resale  prices  to  be  disregarded  in  such  instances 
as  genuine  close-out  sales,  sales  of  damaged  goods,  court  order 
sales,  or  sales  of  goods  from  which  trade-mark  or  brand  has  been 
eliminated. 

STATE  FAIR-TRADE  LAWS 

Many  states  passed  laws  similar  to  the  Federal  laws  designed 
to  foster  fair  competition  in  interstate  commerce.  Fair-trade  price 
maintenance  laws  are  now  on  the  statute  books  of  all  but  about 
six  states.  Some  of  the  laws  are  very  confusing  and  complicated. 

The  Illinois  Act  is  considered  to  be  a  typical  state  fair-trade 
act.  It  legalizes  vertical  price-fixing  agreements  in  interstate  com- 
merce, that  is,  agreements  between  manufacturers  and  whole- 
salers, and  between  wholesalers  and  retailers.  It  does  not,  how- 
ever, legalize  horizontal  price-fixing  agreements,  between  manu- 
facturers, between  wholesalers,  or  between  retailers. 

Even  though  the  Miller-Tydings  Act  and  the  state  fair-trade 
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acts  apply  only  to  trade-marked  or  branded  products,  they  cover 
a  wide  variety  of  merchandise,  since  almost  every  product  can  be 
included. 

Thus,  the  Miller-Tydings  Act  actually  changed  public  policy 
from  opposition  to  resale  price  agreements  to  one  of  agreement. 
The  Department  of  Justice  has  not  instituted  any  prosecutions 
based  on  vertical  price  fixing  for  many  years.  In  general,  the 
Miller-Tydings  Act  has  served  to  reduce  price  cutting  because 
it  has  confined  it  to  a  few  unbranded  articles,  while  the  gross 
margin  on  the  price-controlled  items  has  consistently  been 
satisfactory. 

CONCLUSIONS 

The  Sherman  Act  was  the  first  legislation  against  certain  trade 
combinations,  declaring  unlawful  all  combinations  in  restraint 
of  trade.  It  permits,  however,  reasonable  combinations  to  pro- 
tect businesses  from  destructive  practices  or  to  promote  compe- 
tition on  a  sound  basis. 

The  Sherman  Act  also  prohibits  tying  agreements,  the  effects 
of  which  are  to  restrain  trade.  Its  scope  is  thus  difficult  to  meas- 
ure, and  rather  fine  distinctions  have  been  made  by  our  courts. 

There  are  other  monopolistic  trade  practices,  such  as  using 
concealed  subsidiaries  to  secure  competitive  business,  using  one 
product  to  force  the  purchase  of  a  less  desirable  one,  buying  up 
the  available  supply  of  product,  trade  agreements  with  foreign 
traders  to  curtail  imports  of  certain  merchandise,  price  cutting 
in  a  locality  to  force  a  competitor  out  of  business,  and  selling 
below  cost.  These  are  also  illegal  under  the  Sherman  Act  as 
amended. 

The  New  Deal  era,  after  a  period  of  violent  and  amazing  pros- 
perity followed  by  catastrophic  business  collapse,  ushered  in  a 
new  philosophy  of  government's  place  in  business.  Earlier  the 
government  had  to  force  itself  into  the  realms  of  economic 
activity.  Now,  because  of  poor  economic  conditions,  it  became 
the  government's  responsibility  to  exert  every  effort  to  bring 
business  out  of  the  doldrums  and  back  to  prosperity.  A  new  ad- 
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ministration  that  considered  itself  dedicated  to  the  uplift  of  the 
American  people  went  to  work  with  vim  and  vigor,  passing  a 
series  of  so-called  economic  regulations  that  embraced  many 
different  phases  of  business  activity.  Almost  all  of  these  major 
regulations,  however,  had  an  element  of  morality  in  their  con- 
struction. It  was  planned  that  "fair  practice"  should  be  a  keynote 
of  future  regulatory  efforts.  Such  regulations  as  the  Securities  and 
Exchange  Act  of  1935,  the  Wagner  Labor  Act  of  1935,  the  ill- 
fated  National  Industrial  Recovery  Act  of  1933  promoted  the 
welfare  of  the  American  public.  It  is  possible  to  characterize  the 
period  from  1933  to  1939  as  the  first  major  attempt  of  the  govern- 
ment to  control  business  operation  and  practice  and  to  require 
conduct  of  business  affairs  on  a  specified  moral  level.  However, 
as  a  result  of  the  critical  nature  of  business  activity  during  this 
period,  very  few  active  steps  were  taken  to  remove  monopoly 
and  big  business  practice.  In  consequence,  numerous  instances  of 
corporate  growth  and  expansion  have  occurred  since  World 
War  II. 

As  the  nation  continues  to  move  through  an  extended  pros- 
perity period,  it  would  seem  that  moral  influences  would  be  for- 
gotten. Most  frequently  ethics  thrive  on  depressed  economic 
conditions.  However,  in  the  government,  in  business  and  in- 
dustry, and  in  labor  circles  there  is  constant  demand  for  uni- 
formity in  ethical  concepts.  It  is  certain,  therefore,  that  advances 
already  made  will  not  be  relinquished  and  that  other  new  de' 
velopments  will  continue  to  be  forthcoming. 

Author's  Note: 

It  is  not  the  purpose  of  this  chapter  to  give  a  complete  account  of 
government  trade  regulation  in  the  United  States  but  only  to  survey 
government's  changing  policy  toward  business.  Specific  reference  to 
and  analysis  of  laws  pertaining  to  types  of  business  operation  will  be 
found  in  later  chapters  of  this  volume.  For  further  analysis  of  gov- 
ernment's place  in  business,  the  reader  is  referred  to  the  following 
list  of  selected  books  on  the  subject: 

Anderson,  R.  A.,  Government  Regulation  of  Business,  Southwest- 
ern, Cincinnati,  1950. 
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Barnes,  J.  A.,  Wealth  of  the  American  People,  Prentice-Hall,  New- 
York,  1949. 

Bennett,  C,  and  I.  Lippincott,  Public  Finance,  Southwestern,  Cin- 
cinnati, 1949.  Chapters  23  and  24. 

Hall,  Ford  P.,  Government  and  Business,  McGraw-Hill,  New  York, 
1949.  Chapters  16  and  21,  especially. 

Saye,  A.  B.,  M.  B.  Pound,  and  J.  R.  Allums,  Principles  of  American 
Government,  Prentice-Hall,  New  York,  1950.  Chapters  9 
through  13. 

Shannon,  F.  A.,  America's  Economic  Growth,  Macmillan,  New 
York,  1951.  Parts  3  and  4. 

Taylor,  H.  and  H.  Berger,  The  American  Economy  in  Operation, 
Harcourt,  Brace,  New  York,  1949.  Section  9. 

Williamson,  H.  F.,  Growth  of  America?!  Economy,  Prentice-Hall, 
New  York,  1951. 
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The  simpler  the  problem,  the  more  difficult  its  definition. 
Webster's  Dictionary  defines  an  executive  more  or  less  as  one 
skilled  in  or  engaged  in  administration.  But  what  determines 
whether  or  not  one  is  skilled  in  administration? 

With  the  establishment  of  the  Social  Security  System,  the  gov- 
ernment has  had  to  define  and  set  standards  designed  to  distin- 
guish a  workman  or  a  clerk  from  an  executive.  Otherwise,  how 
could  it  be  determined  whether  an  employee  is  entitled  to  over- 
time compensation? 

For  purposes  of  salaries,  wages,  and  overtime  compensation, 
the  Fair  Labor  Standards  Act  of  1938,  as  amended,  defines  a  bona 
fide  executive  as  any  employee 

(a)  whose  primary  duty  consists  of  the  management  of 
the  enterprise  in  which  he  is  employed  or  of  a  customarily 
recognized  department  or  subdivision  thereof  .  .  . 

(b)  who  customarily  and  regularly  directs  the  work  of 
two  or  more  other  employees  therein  .  .  . 

(c)  who  has  the  authority  to  hire  or  fire  other  employ- 
ees or  whose  suggestions  and  recommendations  as  to  the 
hurirvg  or  firing  and  as  to  the  advancement  and  promotion 
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or  any  other  change  of  status  of  other  employees  will  be 
given  particular  weight  .  .  . 

(d)  who  customarily  and  regularly  exercises  discretion- 
ary powers  .  .  . 

(e)  who  does  not  devote  more  than  twenty  per  cent  of 
his  hours  worked  in  the  work  week  to  activities  which  are 
not  directly  and  closely  related  to  the  performance  of  the 
work  described  in  paragraphs  (a)  through  (d)  of  this 
section: 

PROVIDED,  That  an  employee  who  is  compensated  on 
a  salary  basis  at  a  rate  of  not  less  than  $100  per  week  (exclu- 
sive of  board,  lodging,  or  other  facilities),  and  whose  pri- 
mary duty  consists  of  the  management  of  the  enterprise  in 
which  he  is  employed  or  of  a  customarily  recognized  de- 
partment or  subdivision  thereof,  and  includes  the  custom- 
ary and  regular  direction  of  the  work  of  two  or  more  other 
employees  therein,  shall  be  deemed  to  meet  all  of  the  re- 
quirements of  this  section. 

Generally,  an  executive  is  distinguished  from  a  supervisor  by 
the  character  and  scope  of  his  functions.  The  work  of  the  super- 
visor is  largely  fixed  by  routines,  rules,  and  regulations.  Con- 
versely, the  work  of  an  executive  is  flexible,  and  emphasis  is 
placed  increasingly  on  judgment,  self-reliance,  and  resourceful- 
ness. Unlike  a  supervisor,  an  executive  participates  in  basic  policy 
decisions  bearing  on  management.  In  directing  and  coordinating 
the  work  of  other  people  within  the  scope  of  his  responsibilities, 
an  executive  needs  to  transcend  his  personal  interests,  and  must 
have  enough  humility  to  recognize  that  his  accomplishments 
must  come  largely  from  efforts  of  other  people  within  the 
organization. 

In  general,  it  may  be  said  that  supervisors  devote  no  more  than 
one-quarter  of  their  time  to  the  direction  of  the  work  of  others. 
Foremen  devote  about  one-half  of  their  time  to  supervision. 
Intermediate  management  executives  devote  three-quarters  of 
their  time  to  directing  other  employees. 

Top  management  executives  should  devote  all  of  their  time  to 
supervision  and  training.  A  real  top  management  executive  is  one 
who  has  relatively  few  routine  duties,  except  to  direct  the  activi- 
ties of  the  few  who  report  to  him. 
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A  top-quality  executive  must  receive  affirmative  answers  when 
the  following  questions  are  applied  to  him: 

1.  Does  he  have  a  record  of  probity  as  well  as  accomplish- 
ment? 

2.  Has  he  been  able  to  multiply  himself  through  others? 

3.  Is  he  aggressive  and  decisive? 

4.  Does  he  put  first  things  first? 

5.  Is  he  a  leader  and  teacher,  inspiring  loyalty  and  enthusiasm? 

6.  Is  he  fair,  unselfish,  and  appreciative? 

7.  Have  men  developed  under  him? 

8.  Does  he  delegate  authority  commensurate  with  responsibil- 
ity? 

9.  Is  he  receptive  to  new  ideas  from  whatever  source? 

10.  Has  he  achieved  standing  in  the  community  and  industry 
as  a  man  of  merit? 

These  criteria  are  by  no  means  all-inclusive.  Yet  it  is  surprising 
to  note  how  many  top  executives  fail  to  meet  them.  Most  com- 
pany presidents  are  drivers  rather  than  leaders.  Most  do  not  de- 
velop executives  under  them,  and  take  too  little  interest  in  the 
welfare  of  their  industry  or  community  associates.  The  high 
standing  which  many  executives  have  achieved  merely  indicates 
that  systematic  appraisal  of  individual  managements  is  conspicous 
by  its  absence.  This  largely  explains  why  only  ten  per  cent  of  the 
companies  which  the  American  Institute  of  Management  has 
studied  in  detail  have  been  classed  as  excellently  managed. 

TESTS  OF  MANAGEMENT 

An  appropriate  definition  of  excellent  management  is  one 
whose  ratio  of  accomplishment  ranks  high  in  relation  to  its  ratio 
of  opportunity.  There  are  many  who  would  say  that  net  earnings 
on  sales  and  capital  employed  are  a  sufficient  index  of  manage- 
ment ability.  This  is  not  necessarily  so,  for  there  are  other  equally 
significant  factors  that  must  be  considered  in  evaluating  an  in- 
dividual executive  within  a  management  team. 

Fundamentally,  an  executive  should  be  endowed  with  an  un- 
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derstanding  and  appreciation  of  human  attitudes.  Clearly,  human 
relations  are  the  core  of  action  of  an  accomplished  executive 
within  an  excellent  management  team. 

In  the  present  complex  business  world,  the  responsibilities  and 
duties  of  an  executive  are  of  necessity  broad  in  scope  and  magni- 
tude. An  efficient  executive  must  understand  the  changing  politi- 
cal, economic,  and  social  forces  at  play  and  their  concurrent  im- 
pact on  his  daily  work. 

As  an  illustration,  in  the  past  decade,  the  Standard  Oil  Com~ 
pany  of  California  has  increased  its  net  earnings  per  share  of  com- 
mon stock  five-fold,  while  the  American  Telephone  and  Tele- 
graph Company  has  shown  no  increase  whatever.  Both  companies 
are  excellently  managed.  In  fact,  according  to  management  rat- 
ing methods  employed  by  the  American  Institute  of  Manage- 
ment, the  difference  in  quality  is  negligible.  It  follows,  therefore, 
that  accomplishment  must  be  studied  in  the  light  of  available  op- 
portunity. We  can  best  appraise  this  interrelationship  by  study- 
ing both  past  and  present  operations  of  the  industry  concerned, 
and  by  making  allowances  for  factors  that  are  at  least  partially 
outside  of  management's  control.  State  and  Federal  regulation  of 
A.T.&T.  operations,  and  those  of  its  subsidiaries,  preclude  in- 
creases in  earnings,  even  in  periods  of  rising  costs,  such  as  the 
present.  Public  utilities  can  increase  dollar  earnings  only  when 
their  requests  for  higher  rates  are  granted  by  legally  constituted 
commissions  and  administrative  tribunals. 

Beyond  a  certain  level,  the  best  of  telephone  managements 
did  not  and  could  not  secure  relief.  For  the  past  decade  the  ratio 
of  opportunity  has  been  one  of  rates  that  barely  prevented  de- 
clines in  earnings  per  share  of  any  telephone  company. 

By  contrast,  owning  the  lowest-priced  oil  in  the  world,  and 
plenty  of  it,  Standard  Oil  of  California  has  been  operating  in  a 
noncompetitive  market  largely  free  from  price  regulation.  Like 
all  other  oil  companies,  California  Standard  has  done  very  well; 
and,  like  all  other  excellently-managed  companies,  it  has  done 
extremely  well. 

Thus,  degree  of  management  excellence  can  be  translated  in 
terms  applicable  to  individual  members  of  any  management  team. 
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This  is  done  by  a  specific  job  description  of  the  duties  and  re- 
sponsibilities involved  and  by  a  merit  rating  evaluating  a  particu- 
lar person. 

These  job  description  and  merit  rating  forms,  compared  with 
those  of  others  in  the  same  posts  within  the  industry  concerned, 
tell  a  tale  of  comparative  opportunity  and  accomplishment.  We 
can  then  decide,  without  too  much  difficulty,  whether  the  job 
is  round  or  square  and  whether  the  head  of  the  individual  who 
fills  it  is  square  or  round. 

Truly,  it  is  not  too  hard  to  determine  whether  or  not  a  manage- 
ment is  excellent,  and  to  what  degree  the  various  members  con- 
cerned share  in  the  composite  ability  demonstrated  by  the  execu- 
tive team. 

PIGGY-BACK  EXECUTIVES 

Now  there  is  a  group  of  men  in  the  management  field  that 
we  might  properly  term  piggy-back  executives.  To  illustrate, 
during  the  great  depression  of  the  thirties,  a  recently  prosperous 
vice-president  of  a  bank  suddenly  turned  up  on  a  Long  Island 
beach  digging  clams— and  for  a  living. 

After  fifteen  years,  this  individual  had  run  into  rough  waters. 
Losing  his  sinecure,  he  had  been  forced  to  shift  for  himself.  The 
point  of  this  story  is  that  this  man  was  actually  a  clam  digger- 
he  had  merely  reverted  to  type. 

A  similar  thing  could  happen  today  if  a  real  downeaster  de- 
pression blew  in.  So  many  executives  are  riding  piggy-back  on 
their  working  brothers  as  to  make  administrative  costs  in  many 
instances  high  enough  to  constitute  the  equivalent  of  a  fair  return 
on  capital  invested.  This  is,  no  doubt,  one  of  the  reasons  why 
governmental  cost  plus  contracts  allow  but  five  per  cent  for 
administrative  purposes. 

Some  of  these  piggy-back  riders  are  sons,  brothers,  cousins 
and  others  nepotically  on  the  pay-roll.  Yet  this  is  by  no  means 
the  entire  story.  Middle  management  is  crowding  top  manage- 
ment less  than  it  ever  has,  because  the  majority  of  middle  man- 
agement executives  are  either  piggy-back  riders  or  lack  sufficient 
visible  incentive  to  take  on  added  responsibilities. 
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At  a  recent  meeting  of  middle  management  men  whose  salaries 
vary  from  $12,000  to  $  18,000  annually,  the  writer  discovered 
that  less  than  ten  per  cent  were  either  willing  to  accept  or  willing 
to  be  trained  to  accept  the  presidency  of  their  respective  com- 
panies. These  men  represented  125  companies  in  nearly  100  dif- 
ferent industries. 

In  this  particular  instance,  the  conclusion  to  be  drawn  is  that 
ninety  per  cent  of  the  men  present  are  riding  piggy-back,  unwill- 
ing to  accept  added  responsibility  and,  consequently,  unwilling 
to  share  the  burden  of  advancing  their  company.  As  a  company 
advances  under  thes^e  circumstances  (and  advance  it  must  in 
order  to  be  healthy) ,  these  fixtures  are  millstones  around  the  necks 
of  their  more  receptive  fellow  workers. 

Inquiry  among  the  reluctant  ninety  per  cent  brought  forth 
such  explanations  as:  The  company  is  too  big  and  the  president 
has  to  travel  most  of  the  time;  it  would  mean  moving  East  and 
having  to  separate  the  children  from  their  schools  and  friends; 
the  additional  income  that  would  accrue  to  a  president  would 
be  taxed  away  anyhow. 

The  big  reason,  however,  although  perhaps  it  is  a  subconscious 
one,  is  that  since  large  homes  and  numerous  servants  are  no  longer 
possible  to  an  executive  however  high  his  salary,  the  social  in- 
centives are  largely  automobiles  and  television  sets.  Since  even  a 
telephone  lineman  can  now  own  a  Cadillac,  and  even  a  bootblack 
can  afford  a  television  set,  why  kill  oneself  with  added  respon- 
sibility, away  from  home,  away  from  old  friends,  and  under  vari- 
ous new  pressures? 

A  possible  exception  to  this  is  the  man  who  wants  to  register 
his  children  in  the  best  preparatory  schools  and  colleges.  This 
takes  real  money  today  and  requires  top  rank  salary  income. 
Who  are  the  parents  who  want  their  children  to  go  to  expensive 
schools?  Mostly  those  who  went  to  the  same  schools  themselves. 

So  we  have  a  dearth  of  top  management  men.  Now,  the  ques- 
tion is  how  to  correct  this.  Departmental  training  courses  are  not 
the  answer.  In  fact,  training  courses  are  not  the  real  answer  at  all. 
What  these  piggy-back  riders  need  is  not  more  training,  but  more 
inspiration. 
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This  can  come  from  both  association  and  example. 

Let  the  directors,  the  board  chairmen  and  the  presidents  go  out 
among  selected  middle  management  men,  not  to  pull  their  rank, 
but  in  social  humility.  The  writer  is  reminded  of  one  of  the  elder 
members  of  the  du  Pont  family  who  gave  a  party  for  the  younger 
generation.  When  he  was  wanted  on  the  phone,  he  was  found 
down  in  the  cellar  sharpening  the  knives  for  the  cook. 

THE  PROBLEM  OF  MANAGEMENT  ETHICS 

The  problem  here  is  not  so  much  the  question  of  business  or 
industrial  costs  as  in  the  quality  of  leadership  on  the  management 
level.  There  is  no  doubt  that  the  former  problem  is  of  great  im- 
portance to  all  concerned  with  the  management  objective.  How- 
ever, since  many  observers  note  a  dearth  of  top  management  ma- 
terial, the  question  of  leadership  assumes  great  proportion  in 
terms  of  moral  responsibility. 

We  must  assume  that  the  degree  of  moral  responsibility  ac- 
cepted by  business  or  industry  is  directly  related  to  the  quality 
and  actual  performance  of  top  management.  If  executives  have 
a  firm  acceptance  of  the  principles  of  social  improvement,  of  fair 
trade  practice,  of  good  employee  relationships,  of  government 
and  public  service,  then  it  may  be  shown  that  society  on  the 
whole  is  more  apt  to  operate  on  a  high  moral  plane.  If,  on  the 
other  hand,  such  executives  act  for  the  public  good  in  the  same 
manner  as  the  previously-discussed  piggy-back  executives  do  for 
business  interests,  then  obviously  management  is  not  aiding  to  de- 
velop better  social  values.  In  such  a  case  management  is  living 
off  society  in  much  the  same  manner  as  a  parasite  dwelling  upon 
a  more  virile  organism.  The  end  result  is  much  the  same.  In  either 
case  the  parasite  thrives  during  the  lifetime  of  the  organism  but 
tends  to  decay  in  the  end  along  with  the  destruction  of  its  means 
of  life. 

Responsible  leaders  who  qualify  for  top  management  today 
recognize  the  importance  of  this  problem.  Several  such  leaders 
have  set  down  standards  of  performance  for  junior  and  middle 
executive  personnel.  Standards  such  as  jury  duty,  civic  clubs, 
charity  campaigns,  truthful  company  policies,  philanthropy,  and 
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many  others  of  a  like  nature  have  created  in  some  firms  a  keen 
interest  in  social  welfare  and  community  wellbeing.  Such  firms 
are  frequently  those  with  a  low  strike  record  or  with  the  wide 
public  acclaim  that  goes  with  social  acceptability. 

Since  added  responsibility  itself  is  not  an  incentive  of  suffi- 
cient strength  to  promote  good  moral  performance,  then  another 
means  must  be  developed  to  stimulate  ethical  behavior.  Part  of 
the  answer  lies  in  the  proper  selection  of  personnel  for  advance- 
ment to  positions  of  top  responsibility.  If  proper  selection  is 
made,  with  the  influence  of  moral  factors  as  at  least  one  guide, 
then  proper  personnel  will  be  available.  Another  factor  will  be 
the  type  of  in-service  training  and  advice  provided  for  junior 
executives  in  their  search  for  management  techniques.  Many  top 
executives  have  molded  their  own  moral  standards  into  a  code 
of  rules  and  regulations  for  those  persons  chosen  as  successors 
to  top  company  positions.  Leaders,  such  as  J.  C.  Penney,  whose 
lives  have  symbolized  high  moral  conduct  can  do  much  toward 
promoting  the  same  objectives  among  younger  employees.  How- 
ever, as  business  complexity  grows  it  becomes  increasingly  diffi- 
cult for  young  or  junior  personnel  to  have  direct  or  frequent 
contact  with  corporation  leaders.  This  gap  must  be  bridged  in 
a  manner  that  will  allow  leadership  policies  to  sift  down  to  all 
levels  of  company  management. 

The  ultimate  answer  is  to  make  young  men  of  ability  your 
friends,  instead  of  hobnobbing  with  parlor  drinkers  and  social 
registerites.  Draw  a  map  of  where  your  top  men  and  middle  men 
live— notice  how  they  pull  apart  in  the  social  strata.  In  order  to 
find  a  future  leader  for  the  business  you  must  seek  him  out  and 
give  him  inspiration  on  an  all-out  basis.  Make  him  want  the 
greater  opportunities  by  showing  him  what  these  greater  oppor- 
tunities have  meant  to  the  other  executives.  Leaders  of  a  past 
generation  did  just  this.  Charles  E.  Coffin,  who  was  the  real 
founder  of  the  General  Electric  Company,  was  an  inspiration 
to  hundreds  of  future  leaders,  including  many  not  even  in  his 
organization.  This  is  the  key  to  healthy  leadership  of  the  future 
and  continuity  in  executive  management. 
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Banks  and  bankers  in  the  United  States  have  in  many  instances 
descended  as  family  enterprises.  Fathers  who  have  dedicated 
their  entire  lives  to  banking  have  indoctrinated  the  same  princi- 
ples into  their  sons;  as  a  result,  many  of  the  present  bank  leaders 
learned  finance  in  their  childhood.  The  banker  of  old  was  usually 
a  revered  member  of  the  local  community,  looked  up  to  as  a 
leader  of  society  and  a  developer  of  social  customs.  Although 
bankers  probably  did  not  use  the  actual  phrase  business  ethics, 
they,  like  other  men  in  business,  learned  from  experience  and  be- 
gan to  develop  a  code  of  good  conduct  in  their  field. 

BANKING  ETHICS  DEFINED 

For  the  most  part,  this  so-called  code  of  practice  was  handed 
down  in  verbal  form  from  generation  to  generation.  Eventually 
these  maxims  became  the  basis  of  ethical  principles  for  each  par- 
ticular bank.  Thus  a  very  real  body  of  ethical  principles  has 
arisen,  adhered  to  (in  part  voluntarily,  in  part  compulsorily)  by 
banking  today. 
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The  essence  of  these  banking  principles  rests  in  the  semipublic 
nature  of  banking;  and  the  relationship  of  money  and  credit 
to  Federal  fiscal  policy,  management  of  the  public  debt,  the 
economic  health  of  all  businesses  and  individuals,  and  the  ever- 
mounting  body  of  financial  control  and  regulation.  It  is  the 
realization  that  what  helps  one  bank  helps  all  banks  and  what 
hurts  one  bank  hurts  all.  Bankers  must  stand  together  for  the 
good  of  all.  This  is  true  both  from  the  aggressive  and  the  de- 
fensive point  of  view.  Nevertheless,  each  bank  must  have  its  own 
personality  and  act  in  its  own  best  interest.  These  two  essential 
ingredients,  properly  blended,  make  up  the  substance  of  all  bank- 
ing ethics.  This  has  been  well  expressed  in  a  formal  statement 
adopted  by  all  Georgia  banks  in  1946: 

The  Banker's  Code  of  Ethics:  The  essence  of  good  bank- 
ing is  a  sacred  trust.  This  trusteeship  watches  over  the  good 
and  welfare  of  customer,  stockholder,  employee,  commu- 
nity, competitor,  fraternity,  and  state. 

To  the  Customer:  His  bank  owes  the  responsibility  of 
holding  his  confidences  sacred  and  of  lending  aid  and  com- 
fort as  well  as  the  funds  to  strengthen  and  keep  secure  his 
business  success. 

To  the  Stockholders,  Directors  and  Officers:  The  bank 
owes  a  debt  of  gratitude  for  collective  counsel  and  co- 
operative leadership  essential  to  banking  principle  and 
practice,  in  turn  entailing  loyalty  and  protection  to  their 
collective  interests. 

To  the  Employee:  The  bank  owes  its  most  friendly  al- 
legiance besides  expecting  constant  loyalty  in  interpreting 
its  policies  and  practices  in  dealing  with  the  community. 

To  the  Community •,  the  State,  and  the  Natiofi:  The  con- 
stant influence  of  the  bank  must  be  exercised  for  construc- 
tive ends  and  the  attainment  of  definite  objectives  for  the 
upbuilding  of  state  and  national  resources. 

To  Its  Competitor:  The  bank  must  concede  the  same 
right  it  claims  for  itself.  The  competition  of  the  bank  must 
be  governed  by  the  Golden  Rule.  The  bank  must  recognize 
in  competitive  as  well  as  noncompetitive  areas  the  inalien- 
able right  of  management  to  adopt  policies  of  operation 
consistent  with  its  own  best  interest  and  without  prejudice 
to  those  of  contrary  mind. 
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To  the  Banking  Fraternity:  Each  bank  must  acknowl- 
edge the  obligations  that  bind  it  to  its  neighbors  at  every 
level;  each  bank  must  be  cooperative  in  responding  to 
every  call  in  keeping  with  efficient  operation  and  sound  fi- 
nance; each  bank  must  recognize  its  duties  and  ideals  to  up- 
build its  profession  as  well  as  its  own  growth  and  progress. 
The  bank  must  accept  without  reservation  the  principle 
that  operating  policies  are  not  sound  grounds  for  differ- 
ences between  the  bank  and  its  neighbor;  the  exercise  of 
such  prerogatives  should  never  be  allowed  to  become  the 
bone  of  contention  between  friends. 

The  sacred  trust  of  banking  is  identified  by  precept  as 
well  as  principle  with  all  that  builds  the  state  into  a  sus- 
tained prosperity  providing  the  people  with  those  imple- 
ments of  finance  that  guarantee  higher  living  standards  and 
greater  happiness.1 

A  GENERAL  DESCRIPTION  OF  BANKING 

Banking,  like  most  businesses,  grew  up  the  hard  way.  Starting 
as  custodian  of  bullion  and  coin,  it  was  the  business  of  an  in- 
dividual or  group  of  individuals.  Credit  was  added  to  finance  the 
ancient  wars  of  kings.  Right  there  at  the  start  came  the  hatred  of 
the  creditor  who  demanded  his  pound  of  flesh,  and  usury  that 
first  raised  its  head  as  an  unethical  practice. 

Next  was  added  the  issue  of  paper  money,  consisting  at  first  of 
warehouse  receipts  for  gold  and  silver  to  make  financial  transac- 
tions easier.  In  America,  where  no  central  banking  existed,  in- 
dividual banks  issued  their  own  currencies.  It  was  not  until  1863 
and  the  National  Banking  Act  that  this  country  was  given  its 
first  real  currency  system.  Banks  which  obtained  national  char- 
ters were  given  note  issue  privileges.  They  operated  under  a 
uniform  set  of  laws  and  were  examined  by  the  Federal  Govern- 
ment. With  capital  requirements  and  double  liability  on  stock- 
holders in  the  event  of  failure,  depositors  received  additional 
protection. 

Several  factors  added  to  the  problems  of  credit  expansion  and 
contraction  in  the  following  years.  All  of  this  culminated  in  the 

1  Adopted  by  the  54th  Annual  Convention  of  the  Georgia  Bankers  Associa- 
tion, April  25,  1946. 
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panics  of  1893  and  1907,  and  out  of  it  all  came  the  Federal  Re- 
serve Act  in  1913.  With  the  passage  of  this  act,  banking  reserves 
were  provided  for,  an  elastic  currency  was  made  possible,  and 
check  clearance  was  speeded  up. 

Banking  evolved  into  what  is  called  the  Dual  System  of  Bank- 
ing—national banks  operating  under  one  set  of  laws  uniform  for 
all  and  state  banks  operating  under  the  laws  of  forty-eight 
separate  states.  Membership  in  the  Federal  Reserve  System  is 
mandatory  for  national  banks,  optional  for  state  banks.  Together 
they  make  up  the  entire  commercial  banking  structure  of  the 
country. 

The  functions  of  commercial  banking  are  primarily  the  ac- 
ceptance of  deposits,  the  payment  of  checks,  and  the  extension 
of  credit. 

Commercial  banking's  deposit  structure  is  made  up  of  de- 
mand deposits  of  individuals,  businesses,  and  governmental 
agencies;  savings  deposits  for  all  depositors  except  corporations, 
who  by  law  cannot  have  savings  accounts;  and  deposits  of  other 
banks  which  are  designated  as  correspondent  banks. 

In  the  field  of  credit,  banks  now  engage  in  the  full  range  of 
lending  money.  Following  is  a  partial  list  of  various  types  of 
commercial  bank  loans,  to  indicate  their  diversified  nature: 

1.  Seasonal  business  loans. 

2.  Seasonal  agricultural  loans. 

3.  Term  loans  of  a  capital  nature  to  business. 

4.  Installment  loans  for  personal  uses  and  to  finance  the  pur- 
chase of  durable  goods. 

5.  Real  estate  loans— residential  and  commercial. 

Not  all  banks  engage  in  all  forms  of  lending.  Some  do  not  make 
real  estate  loans;  some  do  not  make  installment  loans.  Generally 
speaking,  however,  commercial  banking  as  a  whole  provides 
credit  of  all  kinds  and  in  quantities  in  keeping  with  the  individual 
bank's  deposit  structure  and  liquidity  needs. 

Commercial  banks  may  (and  some  do)  exercise  trust  powers, 
and  may  have  investment  departments  confined  to  dealing  in 
government  and  municipal  securities. 


Ethics  of  Commercial  Banking  7  3 

banking's  dark  years 

After  the  Federal  Reserve  Act  and  the  financial  difficulties  of 
1921,  banking  had  its  ups  and  downs,  culminating  in  the  famous 
"Bank  Holiday"  of  1933.  By  that  time  half  of  the  banks  in  the 
country  had  failed  or  gone  out  of  business.  Where,  in  the  early 
twenties,- there  had  been  more  than  thirty  thousand  banks,  there 
were  now  less  than  fifteen  thousand.  An  examination  of  some 
banking  practices  that  contributed  to  this  wholesale  rash  of  bank 
failures  in  the  prosperous  twenties  will  disclose  the  poor  ethics 
of  many  commercial  bankers.  This  eventually  led  to  the  evolu- 
tion of  a  completely  new  philosophy  of  banking. 

Some  prevalent  malpractices  were: 

1.  A  very  high  degree  of  speculative  lending  on  stock  market 
collateral  without  proper  appraisal  of  the  effects  on  the  economy. 

2.  Mortgage  lending  that  did  not  employ  the  principles  of  debt 
amortization. 

3.  Excessive  loans  within  banks  to  their  own  officers  and  di- 
rectors. 

4.  Self-dealing  between  the  security  investment  departments 
of  banks,  which  then  could  deal  in  all  types  of  securities,  with 
their  own  trust  accounts,  directly  or  indirectly. 

5.  Self-dealing  between  the  bank's  own  investment  depart- 
ment and  its  lending  policies  of  making  speculative  loans  on  se- 
curities sold  by  the  investment  department. 

6.  Acceptance  of  personal  fees  by  bank  officers  for  making 
loans. 

7.  Bank  officers  using  their  positions  to  acquire  inside  informa- 
tion which  could  be  converted  to  personal  gain. 

8.  Bank  officers  using  power  to  extend  credit  to  purchase  part 
ownership  in  businesses. 

9.  Pyramiding  of  bank  chains  by  interlocking  ownerships, 
facilitating  excessive  fees  for  services  to  banks  in  chain  and  divid- 
ing participation  in  bad  loans  among  banks. 

10.  Bolstering  deposit  accounts  from  correspondent  banks  by 
payment  of  interest  on  demand  deposits  and  absorption  of  ex- 
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change  costs,  i.e.,  short,  buying  businesses  at  a  loss  to  show  large 
statement  figures. 

1 1 .  Overlapping  of  interbank  deposits  and  building  reciprocal 
accounts  between  banks  where  no  real  money  was  involved.  For 
example:  Bank  A  opens  an  account  with  Bank  B  for  $1,000,000. 
Bank  B  opens  an  account  with  Bank  A  for  $1,000,000.  No  money 
is  involved,  yet  each  banks'  deposit  accounts  is  inflated  by 
$1,000,000. 

12.  Speculative  boom-time  banking  built  on  speculative  loans, 
as  in  Florida,  followed  by  panic  and  collapse. 

1 3 .  Unsound  and  excessive  chartering  of  banks. 

14.  Use  of  accounting  techniques  which  did  not  reveal  the 
bank's  true  position. 

15.  Deliberate  misstatement  of  assets  and  liabilities  on  state- 
ments of  condition. 

These  are  only  some  of  the  factors  contributing  to  the  bank 
failures  in  the  country.  Many  banks  were  sound  and  ethically 
managed  with  understanding  of  the  social  and  economic  impact 
of  bank  policies,  and  with  the  courage  to  resist  the  lotus  effect 
of  speculative  profit.  Yet  their  sad  fate  was  to  be  swept  into  the 
chaos  of  the  Bank  Holiday;  thus  they  learned  that  the  fate  of  an 
individual  bank  hing-ed  on  the  health  of  all  banking  and  on  the 
franchise  from  the  public  that  makes  any  business  possible. 

CHANGING  BANK  PHILOSOPHY 

Just  as  the  Bank  Holiday  was  the  result  of  all  that  had  gone  on 
before,  so  too  did  it  set  in  motion  a  series  of  events  which  ma- 
terially changed  the  laws  affecting  banks  and  the  attitude  of 
bankers  themselves.  From  both  has  come  a  formalization  of  ethi- 
cal standards  which,  though  neither  perfect  nor  adhered  to  uni- 
versally, has  given  American  banking  a  new  approach,  a  new  lift, 
and— best  of  all— a  chance  to  live  down  its  youthful  mistakes  and 
justify  the  place  of  chartered  banking  in  a  free,  competitive,  but 
conscientious  society. 

The  year  1933  saw  a  new  Banking  Act  by  Congress.  This  was 
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added  to  by  the  Banking  Act  of  1935.  Some  provisions  of  these 
laws  were: 

1.  To  divorce  investment  banking  from  commercial  banking. 

2.  To  prevent  the  extension  of  credit  to  bank  officers. 

3.  To  make  it  illegal  for  bank  officers  to  accept  fees  for  mak- 
ing loans. 

4.  To  set  up  deposit  insurance,  through  a  new  Federal  cor- 
poration with  mandatory  membership  for  National  Banks  and 
Federal  Reserve  members,  open  to  all  banks  meeting  required 
standards  and  providing  for  an  insurance  fund  assessed  upon 
members  and  based  on  their  deposits. 

Banking  had  resisted  the  "New  Deal,"  fought  against  social 
security  for  bank  employees,  abhorred  the  entrance  of  govern- 
ment into  the  fields  of  lending  in  business  and  agriculture,  fumed 
at  deposit  insurance  as  being  unsound  and  unworkable;  and,  in 
general,  had  taken  a  defensive  attitude  toward  anything  which 
suggested  change  of  any  kind. 

Yet,  in  the  thirties,  banks  and  bankers  were  seeking,  even  de- 
manding, the  protection  of  government  guarantees.  Suddenly 
something  happened.  It  dawned  upon  a  few  exceptional  bankers 
that  banking  had  failed  to  meet  the  needs  of  people  and  of  busi- 
nesses, that  government— big  government— was  only  competition 
which  had  to  be  met  like  any  other  competitor.  These  men  said, 
"Let's  look  at  reality;  let's  take  a  look  at  ourselves;  let's  see  if  we 
were  wrong.  Let's  correct  our  mistakes;  let's  take  a  new  stand." 
As  always,  the  desire  to  earn  money  was  a  contributing  factor, 
but  a  new  philosophy— an  ethical  one— had  entered  banking. 

With  the  advent  of  World  War  II  came  commercial  banking's 
big  opportunity.  Banking  pulled  together  to  finance  production 
of  armament.  Banking  sold  the  bonds  to  finance  our  national  ef- 
fort. Banking  collected  the  taxes  and,  most  important,  banking 
foresaw,  for  once,  that  with  war's  end,  a  new  world  awaited.  In 
1944  the  greatest  ethical  principle  of  banking  was  enunciated  by 
the  American  Bankers  Association:  "Every  competent  individ- 
ual, firm,  or  corporation  can  obtain  bank  credit."  Banking  had 
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made  the  great  change.  Banking  had  to  provide  for  the  country's 
money  needs  or  government  would.  From  wholesalers  of  money 
on  a  seasonal  basis,  commercial  banks: 

1 .  Entered  the  fields  of  consumer  credit. 

2.  Developed  the  techniques  of  term  and  capital  lending  for 
businesses. 

3.  Found  new  techniques  to  extend  credit. 

4.  Restored  the  three  "C's"  of  credit  by  giving  character  its 
proper  place. 

5.  Concluded  that  banking  had  a  responsibility  to  society 
unique  among  other  businesses  that  had  to  be  recognized  and 
handled  accordingly  from  within  banking  itself. 

CAUSES  OF  UNETHICAL  PRACTICE  IN  BANKING 

In  banking's  history  it  was  competition  and  conflicting  interest 
without  a  full  appreciation  of  the  role  of  banking  in  the  nation's 
life  that  led  to  unethical  practices.  Competition  and  conflict  of 
interest  exist  today  and  always  will.  Their  place  in  banking  can 
stand  critical  examination. 

Competition.  In  any  effort  to  obtain  business,  the  two  most 
salient  factors  are  interest  rates  and  ease  of  lending.  When  mis- 
handled, these  can  be  most  injurious.  Indiscriminate  price  cutting 
has  been  a  common  denominator  of  all  business  and  the  total 
problem  in  banking  is  precisely  the  same  as  in  any  other  field. 
Ease  of  lending  can  quite  easily  break  down  sound  standards  of 
credit,  with  attendant  damage  to  bank,  customer,  and  general 
business. 

Competition  is  present  in  relationships  between  large  city 
banks  and  their  correspondents.  It  has  not  always  been  a  firm 
policy  for  one  bank  not  to  solicit  and  handle  its  own  corres- 
pondent bank's  business.  As  an  illustration,  Bank  A  in  Atlanta 
carries  a  correspondent  account  with  Bank  B  in  New  York. 
Company  C  in  Atlanta  is  large  with  attractive  business.  Although 
it  is  banking  with  the  Atlanta  bank,  the  New  York  bank  solicits 
it,  and  perhaps  offers  a  lower  interest  rate  than  the  Atlanta  bank. 

Competition   also   exists   between   commercial   banking   and 
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other  financial  institutions  in  price,  terms,  and  service. 

Conflicting  Interests.  It  is  a  banker's  business  to  make  money. 
Contrast  then: 

1.  His  self-interest  in  making  money,  with  the  customer's  in- 
terest—his deposits,  which  must  be  protected. 

2.  His  self-interest  in  lending  as  much  as  he  can,  with  the  in- 
terest of  the  borrower— who  must  not  be  overloaned. 

3.  His  desire  to  extend  credit  and  not  be  too  rigid  and  strict 
with  his  dealing,  with  what  is  not  his  own  money  (funds  of 
stockholders  and  depositors). 

To  these  two  powerful  forces— competition  and  conflicting 
interest— one  must  add  another,  the  human  factor. 

Men  of  high  ideals,  who  think  big,  will  provide  outstanding 
leadership  high  in  ethical  standards.  The  standards  they  set  will 
pervade  their  entire  organization.  They  will  set  the  example  for 
others  to  follow. 

Men  of  greed,  avarice,  and  selfishness,  who  think  small,  are 
those  who,  when  faced  with  conflicts  of  interest  or  competitive 
situations,  will  act  selfishly  and  unethically. 

TREND  TOWARD  BANKING  AS  A  PROFESSION 

It  has  always  seemed  tragic  that  so  often  men  must  be  forced 
legally  into  conduct  that  self-discipline  and  high  ethical  stand- 
ards should  make  voluntary.  Banking  is  no  exception  to  this. 
Banking  laws  have  imposed  regulations  and  restrictions  to  pre- 
vent unethical  practices.  Whatever  unethical  practices  still  exist 
in  present-day  banking,  the  very  public  nature  of  banking  will 
lead  to  more  restrictive  legislation  in  the  future,  unless  bankers 
themselves  have  the  moral  courage  and  determination  to  eradi- 
cate them. 

Is  there  any  wonder  that  many  of  those  in  banking  wish  that 
they  might  achieve  something  of  the  professional  status  of  medi- 
cine or  accounting?  It  has  been  because  of  this  that  they  have 
instituted  rigorous  examinations  and  controls.  Complete  profes- 
sionalism for  banking  would  be  well-nigh  impossible  and  very 
likely  undesirable.  The  complexities  of  the  banking  business  do 
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not  lend  themselves  to  professionalism  in  the  sense  that  a  college 
degree  or  passage  of  an  examination  would  qualify  an  individual 
as  a  banker.  To  become  an  efficient  banker,  he  not  only  needs  an 
intelligent,  well  developed  mind  but  also  understanding  of  people 
and  the  capacity  to  deal  with  them. 

In  such  specialized  fields  of  banking,  as  auditing  and  control 
or  even  trust  administration,  full  professional  status  might  be  ap- 
plied. But  it  is  necessary  to  discard  professionalism  as  the  real 
answer  to  efficiency  and  maintenance  of  the  highest  standards 
of  banking  ethics. 

In  the  field  of  banking  today,  a  great  educational  movement 
has  been  growing,  and  therein  lies  the  real  means  of  building 
strong  banking  principles.  The  American  Institute  of  Banking 
enrolls  over  forty  thousand  students  a  year  among  bank  clerks. 
The  Graduate  School  of  Banking  of  the  American  Bankers  As- 
sociation at  Rutgers  provides  higher  education  at  the  officer  level. 
Many  state  associations  now  have  summer  schools  on  university 
campuses.  Bankers  are  keenly  aware  of  their  responsibilities  and 
needs  and  now  they  are  doing  something  about  them. 

BANKING  ETHICS— WHY  THEY  MUST  EXIST 

Good  judgment  dictates  high  ethical  standards  in  banking 
because: 

1.  Banking  cannot  exist  without  confidence. 

2.  The  banker  wants  to  stay  in  business. 

3.  Banking  has  a  responsibility  to  depositor,  stockholder,  and 
employee. 

4.  Banking  has  certain  obligations  to  our  American  society: 

a.  To  keep  their  institutions  sound  and  profitable. 

b.  To  provide  the  credit  needed  for  proper  business  func- 
tioning. 

c.  To  meet  all  legitimate  credit  needs  outside  the  field  of 
business,  i.e.  consumer's  needs,  and  so  forth. 

d.  To  help  finance  the  needs  of  government  when  such  ac- 
tion is  properly  called  for. 
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e.  To  conduct  its  own  corporate  citizenship  in  cooperation 
with  all  American  business  in  order  to  strengthen  and  add  to  the 
American  incentive  system. 

There  are  many  things  in  banking  history  to  be  proud  of. 
There  are  many  things  to  forget.  There  are  many  things  yet  to 
be  done.  Unethical  practices  continue  to  exist.  Unless  corrected, 
they  could  contribute  to  a  deterioration  of  our  free-incentive 
type  of  government  and  push  it  much  further  toward  the  Wel- 
fare State. 

Most  serious  of  these  unethical  practices  is  banking's  failure  to 
build  confidence  in  itself  by  refusing  to  adopt  standards  for  mak- 
ing public  financial  conditions.  The  published  statements  of 
banks  either  make  the  facts  they  reveal  incomprehensible  or 
deliberately  hide  them.  Too  many  of  the  largest  banks  still  ad- 
here to  the  belief  that  the  less  people  know  the  better  off  they 
are.  Pitifully  few  publish  annual  reports  of  a  comprehensive  na- 
ture. Those  that  do  have  harvested  rich  rewards  for  themselves 
through  public  acceptance  of  their  service.  They  are  setting  the 
example  for  others. 

Banks  continue  to  pad  their  statements  by  inducing  deposits 
for  known  statement  date  periods.  They  still  violate  sound  prin- 
ciples of  the  correspondent  relationship.  Many  continue  to  seek 
the  shelter  of  secondary  markets  for  certain  loans  from  a  govern- 
ment agency  or  guaranties  from  other  government  agencies. 
Some  actually  want  government  regulation  in  place  of  self- 
discipline. 

The  one  great  must  of  American  banking  in  its  progress  toward 
higher  ethics  is  the  aggressive  leadership  of  all  banks  by  the  hand- 
ful of  major  banks  who  can  supply  it.  In  fiscal  policy  matters,  in 
public  relations  (our  great  vacuum),  in  exemplary  individual 
conduct,  this  must  come  from  them. 
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A  fifteenth  century  usurer,  when  he  lay  dying,  was  exhorted 
by  his  sons  to  make  restitution  of  the  fruits  of  his  usury.  The 
man  replied  adamantly:  "You  take  care  of  the  devils  in  this  world, 
and  leave  it  to  me  to  deal  with  those  in  the  next."1 

The  incident,  occurring  three  centuries  after  modern  invest- 
ment banking  had  begun  in  Venice  with  the  development  of  the 
company  bond,2  marked  a  turn  in  the  attitude  of  investment 
bankers  toward  their  vocation.  Thereafter,  for  several  centuries, 
moral  scruples  were  subordinated  to  the  principles  of  economic 
expediency. 

Not  until  the  nineteenth  century  did  the  early  concern  of  in- 
vestment bankers  with  the  morality  as  well  as  the  utility  of  their 
practices  revive.  This  came  about  as  productive  organization  was 

1  Tamassia,  La  Famiglia  italiana  nel  sec.  XV  e  XVI,  Palermo,  1928,  pp.  28-30, 
quoted  by  Fanfani  A.,  Catholicism,  Protestantism,  and  Capitalism,  Sheed,  New 
York,  1939,  p.  35. 

2  Chamberlain,  L.,  The  Principles  of  Bond  Investment,  3rd  edition,  Holt, 
New  York,  1913,  p.  2. 
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expanded  to  lay  the  foundations  of  the  great  material  advances 
that  occurred  during  the  last  hundred  years.  Units  of  smaller 
capital  sums  had  to  be  attracted  to  industrial  investments  to  meet 
the  enormous  need  for  capital. 

Financing  of  industrial  enterprises,  formerly  private,  became 
public  when  the  device  of  the  joint-stock  limited  liability  com- 
pany (corporation),  previously  used  for  public  utility  and  bank- 
ing and  insurance  companies,  was  adopted  as  a  medium.  The  de- 
velopment can  be  marked  by  the  revisions  of  company  laws  in 
England  in  1855  and  1862.3 

Thereafter,  as  long-term  corporate  financing  became  affected 
by  the  public  interest,  the  investment  banker  became  more  and 
more  concerned  with  how  he  discharged  his  responsibility  to  his 
supplier  of  investible  funds.  For  many  decades,  this  concern  was 
strictly  utilitarian,  in  keeping  with  the  spirit  of  an  age  which  be- 
lieved in  a  pragmatic  approach:  that  a  thing  was  good  if  it 
worked. 

With  the  people's  rude  awakening  from  their  materialistic 
dream  in  the  world  depression  of  the  third  decade  of  the  twenti- 
eth century,  the  moral  achieved  ascendancy  over  the  practical. 
Today  the  established  investment  bankers  of  the  United  States 
are,  first  and  foremost,  ethical  businessmen.  A  practice  is  no 
longer  good  if  it  "works";  it  is  good  only  if  it  squares  with  moral 
principles. 

ETHICS  AND  INVESTMENT  PRACTICE 

The  ethics  that  prevail  in  the  investment  banking  field  have 
not  been  definitively  codified.  But  their  prevalence  establishes 
their  general  acceptance.  Hence,  we  may  say  that  the  ethics  of 
investment  banking  business  form  the  basis  of  the  investment 
banker's  rights  and  duties  with  relation  to  those  with  whom  he 
comes  into  contact.  These  are  investors,  the  controllers  and  man- 
agers of  business  enterprises,  other  investment  bankers  and  brok- 

3Dietz,  F.  C,  An  Economic  History  of  England,  Holt,  New  York,  1942, 
p.  467;  Tawney,  R.  H.,  Religion  and  the  Rise  of  Capitalis?n,  Penguin,  New 
York,  1935,  pp.  284-5. 
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ers  with  whom  he  may  form  temporary  or  permanent  associa- 
tions, and  the  general  public.  The  law— the  Securities  and  Ex- 
change Act— is  only  the  foundation  to  which  the  ethics  that  pre- 
vail are  secured. 

These  rules  of  conduct  are  logically  deduced  from  the  prin- 
ciples of  morality.  These  principles  are  immutable;  in  the  infinity 
of  time  and  space  they  are  unchanging.  But  their  application  to 
the  conduct  of  actual  business  in  the  investment  banking  field  (as 
in  all  fields  of  human  activity)  varies  with  particular  cases  and 
with  changing  circumstances.  Furthermore,  their  interpretation 
may  differ  because  of  ignorance  and  error. 

Applying  principles  of  morality  to  concrete  cases  as  they  arise 
in  the  everyday  activity  of  the  investment  banker  is  a  free  act. 
While  man,  like  all  other  living  things,  usually  knows  and 
chooses  the  good  and  recognizes  and  rejects  what  is  contrary  to 
it,  he  is,  nevertheless,  a  rational  creature,  free  to  deny  or  dissipate 
his  rights  and  to  neglect  or  renounce  his  duties. 

But  man  necessarily  pursues  his  complete  happiness.  This  he 
cannot  realize,  either  as  an  individual  person  or  as  a  member  of 
society,  unless  he  asserts  and  protects  his  rights  and  acknowl- 
edges and  fulfills  his  duties.  In  this  way,  he  is  morally  bound  to 
discover  and  follow  the  rules  of  right  business  conduct. 

These  rules  cover  every  act.  In  the  actual  conditions  of  life, 
reason  is  sometimes  obscured  and  the  will  inhibited  by  fear,  toil, 
and  privation,  so  that  some  acts  appear  to  have  no  relation  to  the 
moral  imperative.  But  every  human  action  that  proceeds  from 
deliberate  reason  must  be  good  or  the  negation  of  the  good, 
which  is  bad.  In  the  struggle  between  good  and  evil  that  makes 
up  life  there  is  no  neutral  ground.4 

The  investment  banker  plays  a  strategic  role  in  the  modern 
economy.  His  vast  range  of  opportunities  creates  an  equally  vast 
range  of  responsibilities.  It  is  he  who  mobilizes  the  savings  of 
many  small,  medium,  and  large  investors  and  channels  them  into 
productive  enterprise,  thus  financing  the  plant  and  equipment 

4  Merrier,  A.  M.  F.  J.  (ed.),  A  Manual  of  Modern  Scholastic  Philosophy, 
Herder,  London,  1933,  vol.  II,  pp.  251-4. 
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that  furnishes  the  goods  and  services  on  which  modern  life  de- 
pends. It  is  he  who  often  officiates  at  the  birth  of  a  new  enter- 
prise, a  new  activity,  or  a  new  division  of  an  established  enter- 
prise, nurtures  it  through  the  difficult  early  years,  and  guides  its 
growth,  sometimes  to  the  stature  of  an  industrial  giant.  In  its  time 
of  trouble  he  comes  to  its  aid. 

The  entrepreneur  is,  of  course,  the  wellspring  of  economic 
progress.  Enterprise  is  the  background  of  the  great  material  ad- 
vances of  the  past  century  that  are  helping  to  banish  famine  and 
poverty  from  the  world.  But  the  investment  banking  system,  like 
technological  development,  helps  to  create  an  economic  environ- 
ment that  gives  full  scope  to  entrepreneurial  genius. 

The  entrepreneur  can,  of  course,  exist  without  the  investment 
banker,  and  he  often  did  over  the  past  five  hundred  years.  But 
without  the  investment  banker  it  would  still  take  a  century  or 
centuries  to  build  a  great  new  industry,  instead  of  decades  or 
even  years.  And  without  the  investment  banker,  participation  in 
the  ownership  of  industrial  enterprise,  with  all  its  advantages 
would  still  be  the  privilege  of  the  wealthy  few  instead  of  the 
right  of  the  thrifty  many. 

What  the  investment  banker  does,  what  function  he  serves  in 
the  modern  economy,  is  thus  evident.  He  canalizes  savings  into 
long-term  investments  in  private  and  public  enterprises.  To  do 
so,  he  must  first  mobilize  those  savings,  or  cooperate  with  agen- 
cies, like  insurance  companies  and  investment  trusts,  which  do  so. 
His  function,  therefore,  does  not  end  when  he  moves  savings  into 
investment  opportunities.  Since  he  occupies  a  position  of  trust 
with  respect  to  the  investor,  he  must  act  to  conserve  and  protect 
the  investment. 

All  this  makes  clear  that,  although  the  investment  banker  is  the 
financial  adviser— the  professional  financial  aide  of  the  enterpriser 
—his  clientele  is  much  larger.  He  may  not  know  personally  all 
the  investors  whose  decisions  depend  upon  his,  all  the  bankers 
and  brokers  who  rely  on  his  knowledge,  skill  and  prudent  judg- 
ment. But  they  are  equally  his  clients;  his  responsibilities  extend 
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to  them  as  well  as  to  the  business  officers  and  executives  whose 
guide  and  aide  he  is. 

Much  of  the  relationship,  between  the  investment  banker  who 
originates  a  new  securities  issue  and  the  investment  bankers  and 
brokers  who  form  a  syndicate  with  him  to  distribute  it  to  broker- 
age houses  and  the  public,  is  a  confidential  one.  To  decide  on  the 
merit  of  an  issue,  on  its  specific  characteristics,  and  on  its  ap- 
proximate  worth  (the  actual  worth,  of  course,  is  determined  by 
the  free  play  of  market  forces)  requires  information  that  can  be 
obtained  only  by  a  costly  bankers'  investigation.  Much  of  the  in- 
formation is  confidential,  in  that  divulging  it  might  give  an  ad- 
vantage to  competitors. 

Each  of  the  participants  in  the  syndicate  will  investigate  it,  of 
course,  in  order  to  make  an  analysis  of  the  issue.  But  it  would  in- 
volve excessive  duplication  of  effort  and  great  waste,  on  a  scale 
that  would  make  the  cost  of  flotation  exorbitant,  for  each  to 
make  a  bankers'  investigation.  In  lieu  of  that,  the  participants  rely 
upon  the  representations  of  the  originating  banker  and  on  his 
reputation  for  prudence. 

That  reputation  he  must  safeguard,  for  his  business  success  de- 
pends, not  on  the  flotation  of  the  present  issue,  but  on  his  ability 
to  organize  such  flotations  in  the  future.  The  demands  of  ethics 
are  matched  by  prudent  business  considerations. 

To  stay  in  business,  the  investment  banker  must  prove  himself 
worthy  of  his  associates'  trust.  In  a  highly  speculative  period, 
more  than  two  decades  ago,  persons  of  questionable  reputation 
entered  the  business.  At  that  time,  when  the  mania  for  quick 
profits  seized  many,  these  persons  were  able  to  operate  profitably 
for  a  time,  although  the  more  prudent  kept  them  at  arms'  length. 
Inevitably,  as  more  normal  standards  of  judgment  returned,  they 
lost  their  following  and  withdrew.  The  investment  bankers  who 
survived,  by  and  large,  were  those  of  long-established  reputa- 
tions or  those  who  were  in  process  of  building  similar  reputa- 
tions. 

The  same  considerations  must  govern  the  investment  banker 
when  he  arranges  institutional  loans  or  investments  for  his  cli- 
ents, such  as  financing  by  life  insurance  companies.  The  life  in- 
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surance  companies  mobilize  from  83  million  holders  of  $228  bil- 
lion in  policies  the  premiums  which  provide  the  capital  sums  that 
the  companies  invest  in  the  American  economy.  They  put  more 
than  a  billion  dollars,  for  example,  in  the  development  of  natural 
gas  pipelines.  Two  of  the  biggest  lines  financed  with  life  insur- 
ance funds  are  the  $240  million  Texas-to-New  York  line  and  the 
$120  million  Texas-to-Chicago  line. 

When  an  investment  banker  handles  such  financing,  his  con- 
cern is  not  only  to  get  the  needed  funds  for  his  client  but  to  get 
them  on  terms  and  conditions  that  will  satisfy  the  need  of  the 
institutional  investor  for  safe  investment  opportunities,  an  attrac- 
tive return,  and  a  reliable  source  of  investment  income.  At  the 
same  time  terms  and  conditions  must  be  such  as  to  meet  the  for- 
geeable  future  needs  of  the  client's  financial  structure.  The  serv- 
ice of  the  debt  must  not  overtake  the  client's  earning  power. 

The  investment  banker  acts  for  his  client,  and  seeks  to  get  the 
needed  amounts  of  funds  at  the  lowest  possible  cost  and  on  the 
most  satisfactory  terms.  But  his  ability  to  do  so,  in  fact  his  very 
entree  into  the  offices  of  the  men  whose  responsibility  is  investing 
institutional  funds,  depends  upon  his  ability  to  provide  satisfac- 
tory investment  opportunities  and  his  record  in  so  doing.  If  he 
were  to  stoop  to  sharp  practices,  if  he  were  to  form  imprudent 
judgments,  if  he  were  to  make  inaccurate  representations,  he 
might  close  this  source  of  funds  to  his  clients.  And  requirements 
of  ethical  conduct,  as  well  as  practical  business  considerations, 
demand  that  he  act  with  responsibility  toward  lender  or  investor 
as  well  as  toward  his  client. 

In  the  five  years  following  the  Second  World  War,  $84  billion 
was  invested  in  expanding  the  plant  and  equipment  available  to 
United  States  business  and  industry.  Investment  thereafter,  un- 
der the  rearmament  program,  was  at  a  higher  rate.  Some  of  these 
funds  came  from  corporate  savings.  Some  came  from  institu- 
tional investors.  But  an  important  part  was  raised  in  the  tradi- 
tional way  by  investment  banking  houses,  investment  brokerage 
houses,  and  the  banks  and  trust  companies,  taking  part  in  the  un- 
derwriting and  flotation  of  new  securities  issues. 

The  investment  banker  must  act  toward  the  ultimate  pur- 
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chaser  of  securities  when  they  are  distributed  to  the  public  in  the 
same  way  as  toward  the  institutional  investor.  Unless  his  house 
has  brokerage  facilities,  he  may  never  come  in  contact  with  the 
individual  investor.  If  it  has  such  facilities,  he  may  know,  at  most, 
only  a  small  fraction  of  the  investors  whose  funds  are  pooled  to 
meet  the  need  of  the  enterpriser.  But  experience  teaches  him  that 
there  is  a  community  of  interest  between  himself  and  all  such  in- 
dividual investors. 

With  his  next  issue,  he  will  be  seeking  the  funds  of  some  of  the 
very  same  investors.  Except  in  periods  when  the  market  for  new 
issues  is  very  broad,  and  these  are  not  common,  the  majority  of 
the  investors  in  the  present  issue  at  some  time  in  the  future  will 
join  in  the  market  for  a  later  issue  in  which  the  investment 
banker  is  interested.  Moreover,  such  financial  information  is 
passed  on  by  word  of  mouth  from  one  investor  to  another. 

Individual  investors  give  considerable  weight  to  the  reputation 
of  the  originating  investment  banker  in  passing  upon  the  merits 
and  lacks  of  a  new  securities  issue.  In  the  twenties,  many  in- 
vestors who  failed  to  do  so  suffered  serious  losses.  Yet,  if  they 
had  disregarded  all  other  considerations  (not  a  practice  to  be 
recommended,  of  course)  and  had  invested  only  in  the  new  issues 
originated  by  bankers  of  established  reputation,  they  would  have 
avoided  the  great  majority  of  defaulted  foreign  bond  issues.  As 
the  quality  of  such  issues  deteriorated,  the  reputable  bankers  de- 
clined to  distribute  them.5 

With  these  responsibilities,  the  investment  banker  plays  a 
crucial  role  in  influencing  business  conduct.  He  nurtures  the 
small  or  medium-sized  company  along  its  natural  path  of  growth. 
He  discourages  the  speculations  that  have  wrecked  many  promis- 
ing enterprises.  But  he  encourages  (and  makes  possible)  the  un- 
dertaking of  risks  that  accompany  every  exercise  of  entrepre- 
neurial drive  and  imagination.  He  works,  by  his  advice  to  the 
entrepeneur,  and  the  entrepreneur's  managers  and  fellow-owners 

5  Mintz,  I.,  Deterioration  in  the  Quality  of  Foreign  Bonds  Issued  in  the 
United  States,  1920-30,  National  Bureau  of  Economic  Research,  New  York, 
1951,  p.  64. 
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in  control,  to  maintain  a  sound  and  adequate  financial  structure  in 
the  enterprise,  to  recover  it  if  it  is  lost,  and  to  build  toward  it  if  it 
has  not  yet  been  attained. 

In  the  field  of  investment,  he  occupies  a  place  of  equal  influ- 
ence. It  is  not  his  role  to  seek  to  abolish  risk,  for  risk  attends 
every  investment  in  some  degree  and,  indeed,  even  the  possession 
of  property.  His  activities  may  have  operated  to  minimize  risk. 
But  here  his  chief  responsibility  is  to  see  that  such  risks  as  are  in- 
evitable are  clearly  appreciated  and  accurately  defined.  He  is 
able  to  do  this  by  his  intimate  knowledge  of  the  company's  af- 
fairs, his  long  experience  in  business,  his  training  in  the  appraisal 
of  risks,  and  his  foresight  in  anticipating  future  developments  that 
may  affect  the  business. 

The  security  that  is  ideally  suited  to  the  needs  of  one  investor 
may  be  one  that  should  not  be  held  by  another  at  all.  Risks  that 
are  too  great  to  be  borne  by  the  investor  with  a  small  fund  and 
with  no  responsibilities  may  require  him  to  round  out  his  port- 
folio and  make  the  most  of  his  opportunities  in  the  field  of  capital 
gains.  The  primary  responsibility  of  the  investment  banker  to- 
ward these  investors  is  to  see  that  sufficient  information  is  dis- 
closed to  them,  so  that  they  can  make  intelligent  decisions  on 
whether  to  invest  at  all,  and,  if  so,  how  much  and  for  what 
periods. 

Beyond  that,  however,  the  investment  banker  maintains  a  con- 
tinuing interest  in  the  security,  for  he  is  anxious  that  the  ultimate 
investors  bear  no  risks  beyond  those  which  were  apparent  on 
flotation.  He  is  equally  anxious  that  every  effort  be  made  to  safe- 
guard the  investment  and  to  improve  its  position,  if  that  is  possible. 
For  his  reputation  depends  on  the  flotation  of  successful  issues, 
issues  that  are  as  successful  for  the  investor  as  for  the  company, 
it  bankers,  and  their  associates.  This  requires  that  his  relationship 
to  the  company  be  a  continuing  one  and  that  his  advice  be  re- 
spected and  heeded. 

Three  or  more  decades  ago,  some  investment  bankers  brought 
criticism  upon  the  profession  by  adopting  courses  of  conduct 
which,  it  is  generally  agreed  today,  were  unethical  practices.  To- 
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day  such  practices  are  outlawed,  by  law,  administrative  regula- 
tion, or  by  common  consent  of  members  of  the  profession. 

The  first  unethical  practice  was  issuing  debt  securities  of 
doubtful  character,  which  ultimately  went  into  default.  That  a 
substantial  proportion  of  these  securities  were  governmental 
rather  than  private  obligations  is  not  relevant  to  the  moral  char- 
acter of  the  act.  In  the  long  history  of  investment,  there  is  a 
lengthy  record  of  government  issues  that  defaulted.  A  govern- 
ment obligation  should  be  studied  as  critically  by  the  investor  as 
a  private  one. 

Nor  is  the  fact  that  these  securities  served  the  interest  of  the 
United  States'  foreign  policy  and  that  of  our  country's  national 
economy  an  extenuating  circumstance.  No  one  has  the  right  to 
ask  a  minority  of  our  citizens  to  bear  the  cost  of  programs  under- 
taken for  the  benefit  of  all.  If  our  foreign  policy  and  our  national 
economic  policy  require  that  a  certain  type  of  investment  be 
promoted,  the  risks  involved  should  be  made  clear  to  the  prospec- 
tive investors  so  that  they  can  demand  adequate  compensation 
for  bearing  them.  The  function  of  the  investment  banker  here  is 
to  distribute  the  risks  to  those  who  are  able  and  willing  to  take 
them.  His  responsibility  is  to  see  that  government  prestige  is  not 
used  to  gull  the  investor. 

Another  unethical  practice  was  the  failure  to  disclose  important 
facts  bearing  on  the  quality  of  the  investment.  A  company  seek- 
ing to  distribute  to  the  public  titles  in  the  ownership  of  its  prop- 
erties, pledges  of  its  ability  to  earn  income,  or  pledges  of  its  assets 
obligates  itself  to  disclose  to  the  public  sufficient  information  to 
enable  the  value  of  the  security  and  the  outlook  for  its  future 
value  to  be  appraised.  If  that  information,  through  no  fault  of  the 
company  and  no  neglect  by  the  investor,  proves  in  the  end  to  be 
inadequate  or  misleading,  that  is  one  of  the  risks  of  investment; 
and  exposing  others  to  such  risks  in  good  faith  is  no  breach  of 
good  moral  conduct.6  But  the  market  for  investments  is  a  delicate 
mechanism  that  provides  for  the  continuing  appraisal  and  re- 

6  Noonan,  J.  P.,  General  and  Special  Ethics,  Loyola  University  Press,  Chi- 
cago, 1947,  pp.  85-6,  114. 
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appraisal  of  investments.  If  the  market  is  to  serve  its  function,  it 
must  operate  rationally;  that  is,  on  the  basis  of  the  best  informa- 
tion available.  The  company  that  puts  out  a  security  is  under 
obligation  to  facilitate  its  sale  and  provide  true  information,  and 
should  so  covenant  with  the  issuer. 

All  business  is  competitive,  and  some  fields  are  more  highly 
competitive  than  others.  Because  of  the  competitive  situation,  if 
may  be  unwise  for  a  company  to  make  the  full  disclosure  of  es- 
sential information  about  its  business  required  in  the  case  of  an 
issue  to  the  public.  If  that  is  so,  however,  the  company  must 
finance  itself  privately.  Competitive  circumstances  cannot  justify 
actions  contrary  to  public  policy.  If  the  company  wishes  to  use 
the  public  market,  it  must  abide  by  its  rules.  If  those  rules,  in 
view  of  the  particular  circumstances,  make  it  disadvantageous  for 
the  company  to  use  the  public  market,  its  only  choice  is  to  avoid 
further  public  participation  in  its  ownership  or  its  debt.  It  cannot 
be  permitted  to  enter  the  public  market  by  the  back  door. 

Similar  to  failing  to  disclose  essential  information  is  failing  to 
discuss  those  aspects  of  the  business  or  its  probable  future  which 
are  known  to  the  enterprise  and  its  bankers  to  have  a  direct  bear- 
ing on  the  present  or  future  worth  of  its  assets  or  its  debt.  Private 
financing  is  not  a  business  carried  on  under  the  rule  of  caveat 
emptor.  The  investor  has  a  right  to  know  not  only  essential  infor- 
mation but  also  such  available  information  as  is  important  in 
order  to  form  an  investment  decision.  The  investment  banker's 
responsibility  is  to  see  that  correct  principles  are  respected. 

This  raises  a  difficulty.  Is  the  company  required  to  put  its  for- 
tunes at  the  mercy  of  its  competitors?  Does  the  company  have  the 
right  to  jeopardize  the  interests*  of  existing  investors  by  disclosing 
information  that  may  enable  its  competitors  to  take  a  course  of 
action  of  disadvantage  to  it?  The  company  must  make  full  dis- 
closure of  such  information,  on  a  confidential  basis,  to  its  banker. 
Is  it  required  to  do  more? 

These  questions  involve  a  conflict  of  rights  and  interest.  Since 
either  course  involves  a  possible  evil,  the  question  resolves  itself 
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into  which  is  the  lesser.7  Giving  no  information  at  all  is  never 
necessary.  The  consideration  may  be  stated  in  general,  guarded 
terms,  thereby  warning  the  investor  that  there  is  an  aspect  of  the 
company's  situation  or  activities  that  he  should  consider.  The  in- 
vestor can  then  seek  the  relevant  information  from  another 
source,  or,  if  it  be  unobtainable,  allow  for  the  possible  existence 
of  an  unfavorable  aspect  of  the  situation.  Under  these  circum- 
stances, the  company  would  not  be  obliged  to  give  out  anything 
that  might  redound  to  the  disadvantage  of  itself  or  its  investors 
beyond  essential  information. 

A  further  question  arises.  Has  the  company  the  right  to  with- 
hold information?  As  far  as  essential  information  is  concerned, 
the  answer  already  has  been  shown  to  be  negative.  The  question 
thus  relates,  to  information  now  found  to  be  nonessential.  If  it 
always  proves  so,  there  is  no  interest  in  its  publication.  Thus  the 
question  narrows  down  to  information  that  might  prove  later  to 
have  been  essential,  although  it  was  not  known  to  be  so  at  that 
time. 

The  question,  thus,  is  one  of  prudent  judgment.  Admittedly,  it 
is  difficult  to  know- where  to  draw  the  line.  The  company  man- 
agers and  their  financial  adviser  can  be  expected  to  weigh  the 
matter  carefully,  respecting  the  rights  of  those  to  whose  interest 
it  is  that  the  information  be  divulged,  and  those  to  whose  interest 
it  is  that  it  be  withheld.  They  can  be  expected  to  use  their  best 
judgment  and  exercise  normal  prudence  in  making  a  decision. 
They  must  not  assent  too  readily  to  the  withholding  of  informa- 
tion. Yet,  at  the  same  time,  they  should  not  follow  a  policy  of 
deciding  to  divulge  in  order  to  escape  the  responsibility  of  reach- 
ing a  decision.  If  they  follow  this  course,  any  error  into  which 
they  may  fall  can  only  be  the  normal  human  error  that  attends 
all  human  activities.  Their  judgment  then  might  be  open  to 
criticism,  but  not  their  morality. 

Still  another  practice  that  evoked  criticism  in  the  past  was  the 
tendency  of  some  directors,  among  them  representatives  of  in- 
vestment banking  houses,  to  vote  at  directors'  meetings  according 
to  the  interests  of  some  other  company  in  which  they  were  in- 

7  Ibid.,  pp.  124-6. 
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terested.  A  variant  of  this  is  the  director  who  uses  his  influence  in 
the  company  to  the  advantage  of  another  company  and,  possibly, 
to  the  disadvantage  of  the  first. 

We  have  noted  that  the  applications  of  the  moral  law  vary  ac- 
cording to  particular  circumstances.  This  is  an  important  con- 
sideration here,  for,  in  evaluating  this  practice,  it  must  be  recalled 
that  American  business,  even  in  the  biggest,  most  institutionalized 
companies,  operates  through  personal  relationships.  The  Ameri- 
can habit  of  calling  people  by  their  first  names  shortly  or  immedi- 
ately after  introduction  arises  from  the  personal  basis  on  which 
business  and  social  life  is  conducted  in  this  country.  The  execu- 
tive seeking  information  of  a  type  not  available  from  his  pro- 
fessional advisers  or  from  his  research  department  has  no  scruple 
in  calling  a  friend— who  is  really  no  more  than  an  acquaintance— 
and  asking  for  it.  He  usually  gets  it  because  the  friend  would  just 
as  readily  call  him  should  the  situation  be  reversed. 

Important  business  deals  evolve  from  the  network  of  friend- 
ships that  ties  together  executives  of  various  companies.  The  busi- 
nessman prefers,  when  all  other  conditions  are  approximately  the 
same,  to  do  business  with  the  man  he  knows  rather  than  the 
stranger.  Many  transactions  depend  upon  performance  that  can- 
not be  measured  in  the  legal  terms  of  a  contract.  The  promise  to 
deliver  materials  before  the  stipulated  date,  if  possible,  is  an  ex- 
ample. Businessmen,  like  bankers,  pride  themselves  on  their  judg- 
ment of  character  and  consider  it  the  first  essential  of  satisfactory 
business  relationships.  Most  personal  friendships  in  America  arise 
out  of  business  and  professional  relationships. 

Such  a  situation  lends  itself  to  abuse.  In  some  cases  directors 
use  their  influence  to  throw  business  to  favored  companies,  even 
though  such  companies'  prices  might  be  higher  for  the  same 
service  or  product.  In  other  cases,  directors  influenced  the  policies 
of  the  companies  they  served  to  the  advantage  of  other  companies 
in  which  they  were  interested. 

These  abuses  were  uncovered  by  Congressional  investigations 
and  eliminated.  The  lack  of  morality,  in  the  few  cases  in  which 
investment  bankers  were  involved,  lay  in  the  abuse  of  the  estab- 
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lished  business  practice,  not  in  the  practice  itself.  There  may  be 
a  better  way  to  conduct  business  than  the  personal  one,  and  when 
it  is  discovered  it  should  be  adopted.  But  this  is  the  way  business 
has  always  been  carried  on  in  this  country.  Until  a  better  way  is 
found,  there  is  no  reason  for  changing  it. 

The  fact  that  business  is  conducted  on  a  personal  basis  does  not 
excuse  the  director  who  is  false  to  his  trust.  He  is  responsible  to 
his  stockholders  and  debtors  for  guiding  his  conduct  by  the  long- 
term  advantage  of  the  company,  and  his  personal  and  social  in- 
terests should  be  subordinated  to  his  public  interest  as  a  director 
to  serve  the  company.  He  is  usually  well  aware  when  the  inter- 
ests conflict,8  and  where  the  advantages  and  disadvantages  lie. 
Thus  he  is  able  to  form  an  ethical  judgment  and,  being  able,  is 
morally  bound  to  do  so. 

Unethical  practices  are  fought  with  the  threat  of  ostracism  by 
the  investment  banking  community,  because  they  are  immoral. 
For  any  group  in  society,  or  for  society  itself,  to  tolerate  immoral 
practices  is  to  subvert  the  basis  of  civilized  living.  Most  social  and 
business  relationships  are  carried  on  through  mutual  trust.  Con- 
tracts of  various  types  are  frequently  drawn  to  prevent  the  rise  of 
differences  over  the  understanding  of  an  agreement.  The  cold 
letter  of  the  contract,  however,  cannot  govern  all  business  under- 
standing and  undertakings. 

The  most  important  markets  of  the  country,  where  transactions 
involving  billions  of  dollars  are  made  daily,  operate  on  the  basis 
of  gentlemen's  agreements  rather  than  written  contracts.  These 
are  the  securities  and  commodities  markets.  When  a  broker  or 
dealer  makes  an  offer  and  another  cries  "sold,"  a  title  to  property 
changes  hands  solely  through  simple  memoranda  made  by  each 
of  the  parties.  To  participate  in  these  markets,  a  businessman's 
word  must  be  his  bond. 

But  this  is  only  an  outstanding  case  of  mutual  trust  being  the 
foundation  of  business  relationships.  The  consumer  who  buys  a 
product  by  brand  name  is  another.  The  manufacturer  of  a 
branded  product  spends  his  first  efforts,  as  well  as  large  sums  of 

» Ibid.,  pp.  125-6. 
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money,  to  establish  a  reputation  for  his  brand  in  the  country's 
marketplaces.  The  uniform  excellence  of  American  products 
evolved  from  the  need  to  maintain  a  reputation  once  it  had  been 
established.  Good  will  may  be  carried  on  the  books  for  only  one 
dollar,  because  it  is  so  easy  to  lose  it,  but  while  a  company  has  it, 
it  often  is  worth  more  than  all  the  firm's  more  tangible  assets. 

In  the  case  of  the  investment  banker,  mutual  trust  is  placed  in 
even  sharper  focus.  He  is  entrusted  with  information  about  a 
business  so  confidential  that  its  disclosure  could  be  very  damaging, 
particularly  in  situations  where  competition  is  keen  and  competi- 
tive positions  not  firmly  established. 

He  is  a  trusted  adviser.  To  his  association  with  a  company,  he 
brings  the  prestige  of  his  name  and  reputation.  When  he  or- 
ganizes or  participates  in  a  syndicate,  he  offers  in  pledge  not 
merely  the  funds  of  his  house  or  the  funds  available  to  it,  but  its 
reputation  for  ethical  dealing,  prudence,  and  practical  business 
judgment.  When  he  arranges  a  transaction  with  an  institutional 
investor,  he  seeks  the  best  terms  he  can  arrange  for  his  customer, 
within  the  limits  of  a  sound  investment  for  him.  The  grounds  for 
his  advice,  drawn  from  long  experience  and  from  intimate  knowl- 
edge of  financial  markets,  are  not  always  self-evident. 

This  is  a  very  brief  statement  of  the  situation;  it  could  be 
amplified  many  times.  It  should  make  clear,  however,  that  un- 
ethical practice  in  investment  banking  subverts  the  foundations 
of  our  society,  our  economy,  and  the  profession  of  investment 
banking.  The  greatest  harm  that  unethical  practice  does  is  to 
morality. 

Immoral  practices,  however,  are  frequently— but  not  always- 
attended  by  material  sanctions.  In  the  investment  banking  field 
it  is  difficult  to  conceive  of  an  unethical  practice  which  is  not,  at 
the  same  time,  an  unprofitable  practice,  when  considered  in  the 
long  run.  In  the  cases  cited,  the  practices  sap  the  wealth  which  is 
the  foundation  of  the  common  welfare  in  our  society. 

The  financial  markets,  as  we  have  seen,  channel  investment 
funds  and  credit  to  such  enterprises  where,  it  is  believed,  the  pro- 
duction and  distribution  of  goods  can  be  best  maintained  and  ex- 


94  Ethics  of  Investment  Banking 

panded.  The  process  calls  for  the  best  rational  judgment  of  the 
professionals  and  the  investors  concerned.  Any  factor  that  intro- 
duces an  irrational  element  into  the  market  will  affect  the  stability 
and  growth  of  the  economy.  More  than  that,  where  it  leads  to  in- 
efficiency and  waste,  it  destroys  wealth  as  surely  as  does  fire  or 
other  catastrophe. 

But  the  argument  against  unethical  practices  in  this  field  rests 
on  even  stronger  grounds.  Unethical  practices  tend  to  subvert  the 
basis  of  the  economic  system  which  has  made  possible  the  moral 
and  material  progress  of  western  civilization.  The  basis  of  that 
system  is  respect  for  the  right  of  private  property,  the  right  to  use 
and  to  dispose  of  an  animal  or  thing  in  one's  possession  without 
the  interference  of  any  other  person.9  This  right  is  not  an  absolute 
one  from  the  moral  point  of  view.  Formerly,  in  civil  legislation— 
that  is,  positive  law— the  sovereign  right  of  ownership  was  con- 
sidered as  permitting  an  owner  to  do  with  a  thing  whatever  he 
chose,  as  long  as  he  observed  established  laws  and  did  no  injury 
to  the  rights  of  another.  This  view  was  adopted  in  the  interest  of 
the  public  good;  but  it  recognized  that  there  were  limitations  in 
moral  law  on  the  right  of  ownership.  In  recent  times,  civil  legisla- 
tion has  been  brought  into  closer  accord  with  the  moral  law. 

From  the  moral  point  of  view,  ownership  gives  no  right  to 
destroy  property  capriciously  without  regard  for  its  end,  to  use 
possessions  for  purely  selfish  motives,  or  to  disregard  the  social 
consequences  of  one's  acts  as  a  property  owner.  But,  within  these 
limitations,  it  recognized  that  the  right  to  ownership  derived  from 
man's  nature  and  was  essential  to  his  happiness.  The  right  to  use 
and  dispose  of  things  is  essential  to  man's  existence  as  an  individ- 
ual, as  a  person,  not  merely  so  that  he  can  satisfy  present  needs 
but  so  that  he  can  anticipate  future  ones. 

It  is  when  the  right  of  property  is  abused,  as  by  unethical  busi- 
ness practice,  that  such  reactions  to  the  abuse  as  communism  or 
collectivism  arise.  These  systems  would  deal  with  the  abuses  by 
abolishing  the  right  of  ownership.  We  reject  them  because  we 
recognize  that  the  way  to  deal  with  abuses  of  the  right  is  to 

9  Mercier,  A.  M.  F.  J.,  op.  cit.,  p.  279  if. 
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abolish  the  abuses,  not  the  right.  Properly  used,  the  right  is  not 
only  the  basic  essential  of  our  system  but  the  key  to  its  successful 
operation.  Our  unwillingness  to  tolerate  unethical  practices,  our 
insistence  upon  the  maintenance  of  ethical  ones  both  are,  there- 
fore, not  merely  "good  business"  but  efforts  to  preserve  a  right 
which  is  necessary  for  the  full  development  of  human  personality 
—for  man  to  progress  as  a  social  being,  an  individual  living  in 
society. 

This  raises  a  question  which  has  been  much  debated  in  recent 
years.  Does  most  investment  bankers'  insistence  that  their  rela- 
tions with  their  customers  should  be  continuing  ones  lead  to 
abuses,  to  monopoly?  Would  it  not  be  well  to  have  competitive 
bidding  for  the  privilege  of  handling  each  new  securities  issue? 
Court  litigation  involving  most  of  the  leading  investment  banking 
houses  has  been  held  to  determine  these  issues. 

One  important  fact  has  been  forgotten  here:  the  relationships 
that  investment  bankers  maintain  with  their  clients  do  not  pre- 
clude competition  among  them.  We  were  recently  shown  a 
letter  from  the  executive  of  a  leading  investment  banking  house 
to  the  top  executive  of  an  industrial  company  which  is  the 
client  of  another  leading  investment  banking  house.  This  letter 
solicited  the  business  of  the  company  and  then  went  on  to  raise 
an  interesting  question  about  an  important  economic  trend  and 
its  significance  for  the  future  growth  of  the  company  and  the 
industry  to  which  it  belonged.  In  his  reply,  the  industrial  execu- 
tive stated  that  he  was  well  satisfied  with  his  present  banking  ar- 
rangements but  would  certainly  consider  the  second  house  if  he 
should  ever  desire  to  change;  and  then  went  on  to  discuss  the 
economic  question  in  a  well-informed  way  that  gave  the  in- 
quirer much  useful  information.  What  struck  our  informant  was 
that  this  correspondence  was  the  outgrowth  of  competition  be- 
tween banking  houses,  which  he  had  not  realized  was  so  keen. 

In  actual  fact,  every  established  investment  banking  house 
has  a  department  concerned  solely  with  developing  new  busi- 
ness, both  from  companies  that  have  not  yet  made  adequate 
banking  arrangements  and  from  companies  which  might  profit 
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from  better  ones.  What  the  investment  banking  house  seeks, 
however,  is  continuing  arrangements,  not  "one-shot"  deals,  for 
it  cannot  fulfill  its  responsibilities  on  a  helter-skelter  basis.  The 
banker  is  not  merely  a  middleman  between  the  issuing  company 
and  the  ultimate  purchaser  of  its  securities.  The  sale  of  a  security 
to  the  first  purchaser  does  not  end  his  responsibility.  Since  his 
responsibility  is  a  continuing  one,  so  must  his  relationship  be.  If 
the  practice  of  vesting  the  investment  banker  with  continuing 
responsibility  is  changed,  his  economic  function  is  ended,  at  great 
cost  to  all  parties  concerned. 

This,  however,  does  not  restrict  competition  between  invest- 
ment bankers.  Such  competition  has  always  been  keen,  even 
though  the  procedures  for  merchandising  securities  have  been 
constantly  reduced.  With  the  wider  distribution  of  securities  to 
the  public  and  the  greater  public  participation— even  down  to  the 
moderate-income  family— has  come  a  great  reduction  in  the  costs 
that  attend  flotation.  The  trend  may  be  expected  to  continue  to 
the  future. 

This  is,  of  course,  no  argument  against  competitive  bidding  in 
the  cases  where  it  serves  the  public  interest  instead  of  contraven- 
ing it.  When  a  governmental  division  or  agency,  or  a  public 
authority,  has  men  trained  in  investment  banking  on  its  own  staff 
because  its  flotations  are  so  large  and  so  regular  that  staff  members 
can  be  efficiently  employed  to  devote  their  full  time  to  this  busi- 
ness, competitive  bidding  may  be  the  proper  way  to  handle  its 
distributions.  In  such  situations  it  was  the  investment  banking 
fraternity  that  induced  such  agencies  to  adopt  competitive  bid- 
ding. The  staff  members  can  obtain  the  information  and  advice 
that  they  require  to  do  their  job  efficiently  through  broad  con- 
tacts with  investment  bankers.  In  that  way  they  overcome  their 
handicap  of  being  required  to  do  a  job  which,  to  be  properly 
done,  calls  for  the  facilities  of  a  house,  not  a  government  depart- 
ment. 

But  the  situations  in  which  competitive  bidding  is  advisable  are 
special  ones.  Unless  the  circumstances  are  favorable,  the  device 
proves  more  costly,  not  less  so.  There  are  no  magic  devices  or 
trick  formulas  for  reducing  the  cost  of  flotation  or  for  safeguard- 
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ing  all  interests  involved  in  it.  By  constantly  improving  the  mer- 
chandising of  new  issues  and  the  techniques  for  appraising  and 
controlling  the  risks  involved  in  them,  the  investment  banking 
profession  has  reduced  flotation  costs  phenomenally.  But  it  has 
been  a  gradual  process,  developed  by  trial  and  error  over  the 
centuries.  People  today  accept  the  achievement  and  take  it  for 
granted.  They  forget  things  like  the  South  Sea  bubble,  the 
tulip  craze,  or  even  the  failure  of  the  first  effort  to  establish  a 
central  bank  in  the  United  States.  They  do  not  recall  that  only 
a  scant  hundred  years  ago  it  was  possible  to  raise  capital  or  ar- 
range credit  only  on  a  person-to-person  basis.  Modern  industrial 
capitalism  had  a  terribly  difficult  time  getting  started  because  in 
those  days  the  great  financial  services  which  are  available  to 
present-day  entrepreneurs  did  not  exist. 

Compare  the  rise  of  electronics  and  plastics  with  the  slow 
growth  of  the  textile  industry.  Remember  that  the  wool  trade 
antedated  capitalism.  With  the  growth  of  anonymous  financing, 
in  which  the  lender  of  capital  and  credit  and  the  user  rarely  know 
each  other,  the  investment  banker's  social  role  has  become  more 
important,  not  less.  When  the  relationship  of  lender  and  user  was 
personal,  each  was  in  a  better  position  to  safeguard  his  own 
interests.  When  the  relationship  became  anonymous,  this  did  not 
dissipate  the  investment  banker's  responsibility  toward  the  sup- 
plier of  funds.  It  increased  it,  for  now  he  became  the  only  "in- 
sider" upon  whom  was  vested  responsibility  for  looking  after  all 
the  interests  involved.  As  financial  services  grow,  this  responsi- 
bility becomes  greater.  To  fulfill  his  social  role  as  well  as  his  busi- 
ness function,  the  investment  banker  requires  conditions  under 
which  he  can  operate  to  meet  his  responsibilities. 

The  essential  issues  involved  in  the  ethics  of  investment  bankv 
ing  can  be  summed  up  in  the  following  postulates: 

1.  The  ethics  of  investment  banking  comprise  all  the  rules  of 
conduct  of  that  business  which  form  the  basis  of  the  investment 
banker's  rights  and  duties  toward  the  entrepreneur,  the  controllers 
and  managers  of  the  business  enterprise,  other  investment  bankers, 
and  brokers  and  the  public. 

2.  These  rules  are  logically  deduced  from  the  moral  law,  and, 
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although  they  may  be  applied  to  concrete  situations  which  vary 
in  time  and  place,  the  moral  law  never  varies. 

3.  The  investment  banker's  vast  range  of  opportunities  to 
serve  in  a  private  enterprise  economy  and  a  democratic  society 
creates  an  equally  vast  range  of  responsibilities.  He  is  the  entre- 
preneur's financial  adviser  and  aide.  But  bankers  and  brokers  who 
rely  on  his  knowledge,  skill,  and  prudent  judgment  and  the  sup- 
plier of  investible  funds  who  relies  on  his  character  and  reputation 
are  equally  his  clients. 

4.  To  fulfill  these  responsibilities,  the  investment  broker  re- 
quires a  continuing  relationship  with  the  enterprise,  a  relationship 
which,  however,  does  not  restrict  the  keen  competition  to  render 
continuing  service  which  has  always  been  characteristic  of  the 
profession. 

5.  The  investment  banker's  chief  responsibility  is  to  see  that 
the  risks  which  are  to  some  degree  inevitable  in  all  property- 
ownership  are  clearly  appreciated  and  accurately  defined,  so  that 
they  can  be  distributed  to  those  best  able  to  bear  them,  and  so 
that  the  financial  markets  can  function  rationally  in  their  con- 
tinual appraisal  and  reappraisal  of  such  risks. 

6.  Issuance  of  securities  of  doubtful  character  or  failure  to 
disclose  essential  facts  bearing  on  the  quality  of  an  investment  or 
other  unethical  practices  are  not  merely  "bad  business";  they 
undermine  the  foundations  of  our  economy,  our  society,  and  our 
civilization  itself  by  encouraging  the  development  of  competing 
systems  that  may  be  uneconomic. 

7.  Ethical  practices  in  investment  banking  contribute  to  the 
profitability  and  the  prosperity  of  the  profession.  More  than  that, 
they  help  to  assure  genuine  social  progress  and  to  preserve  the 
right  on  which  that  progress  depends,  the  private  right  of  prop- 
erty, the  right  of  each  person  to  use  and  dispose  of  an  animal  or 
thing  for  legitimate  ends  and  without  injuring  the  rights  of 
another  person.  Within  the  latter  limitations,  this  right  is  a 
sovereign  right  which  each  person  can  exercise  without  the 
interference  of  any  other  person. 
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Ethics  in  advertising  have  risen  to  a  high  level  since  the  era  dur- 
ing which  patent  medicines  were  advertised  as  cure-alls  and 
most  contemporary  advertising  was  built  upon  the  same  formula. 
Patent  medicine  advertising  revealed  the  nearly  infinite  idea-im- 
planting, sales-making  potentials  in  advertising.  Because  it  prof- 
ited its  sponsors  so  handsomely,  what  more  natural  than  that  its 
formula  should  be  followed  until  advertisers  learned,  the  hard 
way,  that  unwarranted  claims  and  veiled  but  still  slanderous  at- 
tacks upon  competitors  were  discrediting  the  believability  of 
advertising,  and,  therefore,  destroying  its  effectiveness? 

Advertising  agencies,  individually  and  through  such  organiza- 
tions as  the  American  Association  of  Advertising  Agencies,  are 
principally  responsible  for  having  educated  advertisers  to  ethi- 
cal practices  and  to  conforming  to  them.  The  slogan,  "The  Truth 
Well  Told,"  long  used  by  one  of  the  larger  advertising  agencies, 
is  a  four-word  summary  of  the  code  that  now  so  generally  gov- 
erns the  profession. 
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NEED  FOR  HIGH  ETHICAL  STANDARDS 

The  need  for  a  high  standard  of  ethics  and  the  difficulty  of 
maintaining  it  are  as  great  in  advertising  as  in  any  field  of  business 
practice.  Advertising  is  the  voice  of  business.  Supported  by  its 
close  relation,  publicity,  it  largely  governs  the  way  of  life  of 
our  people.  It  also  largely  determines  the  purchasing  power  of  the 
dollars  they  spend.  The  credibility  of  this  voice  must  be  main- 
tained to  perpetuate  confidence  in  American  business  as  an  in- 
stitution. In  its  larger  aspects,  such  confidence  in  American  busi- 
ness perpetuates  belief  in  our  democratic  scheme  of  things. 

However,  despite  all  the  hopes,  wishes,  and  representations 
voiced  for  altruism  in  advertising  practice,  the  primary  reason 
for  general  conformity  to  its  code  of  ethics  is  that  it  profits  the 
advertiser  who  pays  the  bills.  Believable  advertising  gets  results 
if  it  presents  the  facts  of  needed,  or  merely  wanted,  ideas,  serv- 
ices, and  products.  Conformity  to  ethical  standards  makes  ad- 
vertising believable.  Believability  is  the  first  requisite  in  advertis- 
ing. Ergo,  there  is  a  practical  need  for  advertising's  code  of  ethics 
and  conformity  to  it. 

Considerations,  both  personal  and  social,  emphasize  these  needs. 
Most  advertisers  and  advertising  practitioners  realize  that  a  false 
statement  to  an  individual  is  a  very  minor  transgression  when  com- 
pared with  one  that  might  be  made  in  a  single  publication  to  more 
than  20  million  people.  As  the  head  of  an  agency  said,  "None  of 
us  wants  to  have  to  plead  guilty  to  being  such  a  wholesale  liar." 
A  sense  of  social  responsibility  should,  and  largely  does,  forbid 
advertisers,  especially  those  of  high  calibre  and  character,  to  use 
advertising  as  a  means  of  inducing  their  fellow  citizens  to  engage 
in  harmful  activity  or  to  buy  other  than  full-value  offerings. 

MULTIPLE  APPLICATIONS  OF  ETHICS  IN  ADVERTISING 

Just  as  the  need  for  ethics  in  advertising  orginates  at  many 
points,  the  course  of  ethics  follows  through,  to  what  sometimes 
appears  to  be  extreme  limits.  Advertisers  and  advertising  prac- 
titioners hold  to  the  code,  either  voluntarily,  or  under  compul- 
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sion  from  government  agencies,  such  as  the  Federal  Trade  Com- 
mission. The  term,  all-ivool  is  an  example.  Today,  it  is  often 
qualified  by  such  specific  identifications  as  virgin,  reclaimed,  or 
reworked. 

Liquor  advertising  applied  to  blends  states  the  percentages  of 
real  whisky  and  neutral  spirits  and  the  proof.  Fur  advertising  ex- 
plains the  trade  names,  Hudson  Seal  (dyed  muskrat),  Mouton 
(dyed  sheared  lamb),  and  so  forth.  Food  and  drug  advertising, 
if  it  continues,  must  be  factual  concerning  components,  purposes, 
and  values.  If  it  isn't  factual,  a  government  agency  will  issue  a 
cease  and  desist  order.  That  such  orders  are  issued  against  so  small 
a  percentage  of  advertisers  evidences  the  high  regard  that  ad- 
vertisers and  their  agencies  have  for  ethics  and  the  uniformity 
with  which  the  code  is  maintained. 


HAZARDS  TO  CONFORMITY 


The  fact  that  advertising  must  pay  out  in  sales  for  an  idea, 
service,  or  product,  presents  the  first  difficulty  in  the  effort  to 
conform  to  the  ethical  code.  Advertising  must  be  written,  il- 
lustrated, and  placed  so  that  people  will  respond  to  its  urgings, 
and  act.  The  moods  and  mental  processes  of  people  change.  Ad- 
vertising techniques  must  change  with  them  if  the  advertising  is 
to  be  effective.  For  as  much  as  two  decades  before  World  War  I, 
people  took  time  to  analyze  offerings  as  to  competitive  prices, 
qualities,  and  values.  That  was  the  era  of  "reason  why"  copy. 
Conformity  to  the  code  of  ethics  was  easy  insofar  as  the  general 
public  was  concerned.  The  tempo  of  mental  processes  was  lei- 
surely. Believability  was  added  to  the  statement  of  facts  by  iden- 
tifying products  as  "the  original"  and  advertisers  as  "the  largest 
in  the  world." 

The  emotional  turmoil  created  by  World  War  I  brought  about 
a  reversal  in  consumer  regard  for  advertised  offerings,  and  in  the 
speed  of  mental  processes.  Considered  appraisal  of  values  and 
careful  approach  to  purchase  gave  way  to  acting  upon  impres- 
sions, snap-judgment  and  rush-to-buy.  "Reason  why"  as  the 
formula  upon  which  to  create  advertising  had,  of  course,  to  give 
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way  to  a  new  formula— amazing,  new,  quick,  easy,  inexpensive. 
Why  of  course?  Because  people  stopped  responding  to  reason. 
Their  thinking  became  superficial,  their  attitudes  highly  emo- 
tional. The  formula  for  creative  work  in  advertising  had  to  be 
changed  to  those  five  words,  to  keep  advertising  effective. 

From  this  it  is  evident  that  neither  advertisers  nor  advertising 
agencies  establish  the  formula  upon  which  successful  advertising 
is  based.  If  diligent  and  lucky,  they  merely  discover  what  the 
formula  is.  Then,  if  wise  enough,  they  apply  it  without  regard  to 
any  of  their  long-established  beliefs  or  preconceived  notions  as 
to  what  advertising  should  be  like.  Few  advertisers  can  afford  to 
indulge  their  self-conceived  notions  of  advertising  and,  no  ad- 
vertiser will  attempt  to  if  he  expects  to  stay  in  business. 

Obviously,  it  is  one  thing  to  create  advertising  on  statements 
of  fact  with  emotional  urgency  of  little  use,  and  quite  another 
to  create  advertising  with  facts  interpreted  into  impulses.  This  is 
where  the  first  hazard  in  conforming  to  the  ethical  code  is 
encountered.  As  extreme  illustration  was  the  ill-advised  and  ill- 
starred  campaign  on  television  receivers,  which  flashed  so  sen- 
sationally and  terminated  so  quickly  in  mid- 1950.  On  the  first 
impulse  generated  by  this  advertising,  many  parents  did  rush  to 
buy  television  receivers,  so  that  their  children  could  not  be  classed 
as  underprivileged.  However,  when  the  absurd  emotional  distor- 
tion of  the  facts  was  pointed  out,  and  the  sponsors  and  creators 
of  the  campaign  reminded  of  the  code  of  ethics,  that  campaign 
was  quickly  dropped. 

Most  important  advertising  is  created  by  advertising  agencies, 
but  advertisers  usually  decide  how  they  want  it  set  up,  what  they 
want  to  say  in  it,  and  how  they  want  it  illustrated.  They  approve 
it  for  publication  or  broadcasting  only  when  it  meets  their  speci- 
fications, or  after  they  are  shown  why,  for  some  ethical  error, 
which  also  makes  for  lack  of  effectiveness,  that  they  are  mis- 
taken. Oddly  enough,  advertisers  who  wouldn't  dream  of  telling 
their  attorneys  how  to  present  their  cases  to  a  jury  of  only  twelve 
of  their  fellow  citizens,  will  tell  the  agency  how  to  appeal  to 
millions. 
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Similarly,  advertisers  who  wouldn't  think  of  telling  people  in 
their  engineering  departments  to  disregard  proven  formulas  and 
equations,  tell  people  in  their  agencies  to  forget  today's  proven 
formula  for  creation  of  the  most  effective  advertising,  and  "do 
it  the  way  /  want  it."  Such  presumptions  on  the  part  of  adver- 
tisers add  to  the  advertising  agencies'  difficulty  in  conforming 
to  the  profession's  code  of  ethics. 

ETHICS  APPLY  TO  ILLUSTRATIONS,  TOO 

This  code  concerning  truth,  extends  to  illustrations.  You  will 
often  see  in  advertisements  of  both  weight-building  and  weight- 
reducing  proprietaries,  when  illustrated  by  "before  and  after" 
photographs,  a  line  which  reads,  "posed  by  professional  models." 
Illustrations  which  infer  or  portray  more  than  the  copy  states,  are 
also  to  be  avoided.  An  illustration,  for  example,  of  an  automobile 
or  tractor  tire  withstanding  contact  with  a  buzz  saw  was  rejected 
for  the  reason  that  somebody  might  believe  it.  Several  "some- 
bodies" probably  would.  The  truth  stipulation  would  be  violated. 
On  the  other  hand,  the  same  illustration  in  cartoon  technique  so 
ridiculous  as  to  be  unbelievable  by  anyone,  would  not  be  found 
objectionable. 

In  addition  to  this  voluntary  policing  of  advertising  ethics  by 
advertisers  and  their  agencies,  and  the  official  policing  of  them  by 
the  government,  important  publishers  also  participate.  They  often 
question  statements  and  illustrations  in  advertisements  sent  to 
them  for  publication.  The  statement,  for  example,  that  a  paint 
dries,  dust  free,  in  thirty  minutes,  would  be  questioned.  Will  it 
dry  dust  free  in  thirty  minutes  under  any  or  all  conditions?  Or 
will  it  dry  only  at  certain  minimum  temperatures  and  low  humidi- 
ties? Can  any  average  woman  prepare  a  cake  for  the  oven  in  three 
minutes  with  the  advertised  mix,  or  was  it  done  once  by  an 
expert? 

None  of  these  fine  scrutinies  of  advertising  is  hair-splitting. 
They  protect  the  believability  in  advertising  and  advertising 
media.  Such  protections  are  best  ensured  by  insistence  upon  close 
conformity  to  the  code  of  ethics.  Any  medium  that  carries  ir- 
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responsible  or  misleading  advertising  soon  earns  for  itself  as  low 
a  rating  or  character  as  that  kind  of  advertising  earns  for  itself. 

ETHICS  IN  MEDIA  SELLING 

Similar  codes  apply  to  the  selling  of  space  and  time  in  adver- 
tising media;  and  conformity  to  these  codes  is  close,  because  it 
pays.  Time  was  within  the  memory  of  many  still  active  adver- 
tising men  and  women,  when  published  circulation  figures,  for 
example,  were  often  only  the  total  that  publishers  thought  would 
seem  reasonable.  At  least  one  newspaper  publisher  claimed  a 
circulation  of  seventy-five  hundred  on  a  press  run  of  only  four 
thousand.  A  magazine  publisher  issued  sworn  statements  from 
his  printer  and  binder  as  to  the  number  of  copies  of  the  magazine 
they  produced,  claimed  that  as  his  circulation,  and  based  his  ad- 
vertising rates  upon  that  figure.  He  did  not  reveal  until  forced 
to,  that  month  after  month,  thousands  of  those  copies  were  hauled 
out  on  a  garbage  scow  and  dumped. 

Such  sharp  practices  as  these  could  not  violate  the  ethical  code 
today.  Publishers  realized  that  to  maintain  believability  in  the 
value  of  their  products,  those  values  would  have  to  be  identified 
and  certified.  They  progressed  from  sworn  statements  by  press- 
men and  binders  to  post  office  receipts  and  sworn  statements  of 
nonmail  distributors,  to,  finally,  the  Audit  Bureau  of  Circulations 
for  paid  circulation  publications,  and  the  Controlled  Circulation 
Audit  for  publications  circulated  free.  Comparable  organizations 
certify  the  listening  audiences  for  radio,  the  viewing  audiences 
for  television,  and  the  traffic  court  for  outdoor  boards. 

MULTIPLICITY  OF  AGENCY  SERVICES 

Advertising  agencies'  conformity  to  the  advertising  code  of 
ethics  is  complicated  by  the  multiple  nature  of  an  agency's  activi- 
ties. Few  people  outside  of  the  agencies  have  more  than  vague 
ideas  of  just  what  they  do  for  their  clients.  Few  agencies  attempt 
to  render  all  of  the  services  rendered  by  advertising  agencies  in 
toto.  Many  specialize  in  advertising  consumer  goods.  Others  spe- 
cialize in  the  industrial  field.  Still  others  specialize  in  restricted 
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areas  in  these  fields,  as,  for  example,  in  jewelry  accounts  for  the 
consumer  goods  field,  and  in  petroleum  products  accounts  for 
the  industrial  field.  Among  them,  advertising  agencies  do  all  of 
the  following  collectively  if  not  individually. 

For  background  they  study  the  history  of  business  and  in- 
dustry, population  growth  and  distribution,  buying  habits  of 
consumers  and  industrialists,  and  changes  in  channels  of  distribu- 
tion. The  reason  for  this  research  is  that  "he  who  would  know 
how  the  present  came  to  be  what  it  is,  must  know  what  the  past 
was." 

Then,  to  be  sure  of  the  present,  they  analyze  markets  to  find 
where  people  are  in  sufficient  concentrations  to  form  volume- 
producing,  profit-promising  markets.  They  analyze  them  as  to 
age,  sex,  and  income  groups.  They  survey  their  buying  habits  to 
determine  frequency  of  purchase  of  specific  products,  quantity 
in  which  they  usually  buy,  and  where  they  like  to  buy.  With 
these  facts,  advertising  agencies  are  able  to  give  their  clients 
competent  advice  concerning  distribution  policies  and  practices. 
Knowing,  for  example,  that  nationally,  only  17.3  per  cent  of  men 
like  to  buy  their  suits  in  department  stores,  individually  our  big- 
gest retail  outlets,  an  agency  would  advise  against  a  manufacturer 
of  men's  clothing  depending  exclusively  upon  department  stores. 
The  agency  would  then  supplement  this  over-all  figure  with  such 
figures  as  9.7  per  cent  department  store  preference  in  New  Eng- 
land and  32.6  per  cent  perference  in  the  West  South  Central 
States. 

Agencies  analyze  products  to  determine  the  truth  of  the  manu- 
facturer's claims  for  them,  their  competitive  effectiveness,  and 
the  attractiveness  and  practicality  of  their  packaging.  They  also 
analyze  them  for  potentials.  Acting  upon  an  agency's  idea,  a  soap 
manufacturer  promoted  one  of  his  cake  soaps  to  be  the  largest 
selling  bath  and  toilet  soap  in  the  country,  from  its  earlier  position 
as  a  limited  seller  used  mostly  to  wash  dogs.  Another  agency  sug- 
gested to  a  manufacturer  of  metering  pumps  for  laboratory  use 
that  the  same  pump  made  with  thousand-gallon  capacity  would 
find  a  ready  market  in  sewage  disposal,  water  supply,  and  other 
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systems  handling  liquids  in  large  volume.  Agencies  do  a  tremen- 
dous amount  of  analytical  work  and  creative  thinking  that  seldom 
shows  on  the  surface. 

Especially  important  to  advertisers  are  agency  analyses  of 
media  values.  In  the  instance  of  magazines,  details  are  carried 
from  sworn  circulations  even  to  circulations  in  minute  and  remote 
hamlets.  They  include  readership  totals  and  details  of  readership 
by  sex,  age,  income,  and  size-of-community  groups.  These  details 
cover  density  and  thoroughness  of  readership;  and  comparative 
density  and  thoroughness  of  readership  as  applied  to  color  pages 
versus  black  and  white,  fractional  page  advertisements,  position 
on  pages,  and  positions  in  magazines.  Agencies  literally  dig  out 
comparable  details  concerning  radio,  television,  and  other  media. 

Moreover,  they  follow  products  all  the  way  through  from  the 
client's  factory  to  a  point  of  use  or  consumption.  They  learn 
whether  wholesalers  and  dealers  are  favoring  their  clients'  prod- 
ucts. If  not,  they  find  out  why;  and  if  it  is  through  some  fault 
of  the  client  that  wholesalers  and/or  retailers  favor  a  competi- 
tive product,  they  inform  the  client.  They  conduct  consumer 
surveys  as  well  as  surveys  among  industrialists  to  find  out  whether 
their  clients'  products  are  preferred  and,  if  not,  why  not. 

Obviously,  advertising  agencies  do  infinitely  more  than  "get 
up  ads"  and  place  them  in  publications  or  on  the  air.  Ethics  govern 
many  of  these  undertakings.  For  example,  experienced  practi- 
tioners know  that  the  way  questions  are  asked  in  interviews  or 
on  printed  questionnaires  can  largely  determine  the  kind  of 
answer  that  will  be  given.  To  prove  it,  one  agency  executive  sent 
out  a  questionnaire  asking  what  magazines  the  recipient  read 
regularly.  A  one-time  prestige  publication  that  had  not  been 
published  for  some  fifteen  years  was  made  to  rank  among  the  top 
six  on  the  list,  as  read  most  regularly  and  thoroughly.  This,  of 
course,  was  a  planned  violation  of  the  code  of  ethics  to  prove  a 
point.  But,  in  its  negative  way,  it  illustrates  why  ethical  practices 
must  govern  all  agency  practices,  if  agency  service  is  to  be  honest 
—and  that  means  competent. 
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CODES  ARE  SOMETIMES  VIOLATED 

None  of  this  is  meant  to  imply  that  all  advertisers  and  all 
agencies  always  conform  to  the  code  of  ethics.  It  is  violated  en- 
tirely too  often  by  both.  Sometimes,  in  an  effort  to  see  whether 
they  can  "get  away  with"  something,  to  gain  an  unfair  advantage 
over  competitors,  or  to  put  unwarranted  pressure  on  prospective 
purchasers  who  show  a  stubborn  reluctance  to  buy,  they  disre- 
gard ethics.  A  keener  appreciation  of  ethics  must  be  developed 
on  the  part  of  advertisers  to  protect  still  further  the  believability 
of  advertising  as  well  as  their  own  interests  in  agency  service. 
Moreover,  the  sense  of  social  responsibility  must  be  further  de- 
veloped, because  of  the  tremendous  influence  advertising  and 
publicity  exert  upon  the  moral  sense,  social  and  civic  conscious- 
ness, and  economic  welfare  of  the  people,  all  of  whom,  without 
exception,  are  affected  to  some  degree  by  these  influences. 

Apparently  the  bigger  both  advertisers  and  agencies  become,  the 
less  inherent  and  constant  their  regard  for  ethics  is.  The  little  re- 
tailer who  advertises  "Your  choice  $1.98  up,"  with  "up"  in  six- 
point  type  against  the  two-inch  type  in  the  rest  of  the  line,  does 
not  violate  the  code  of  ethics  one  bit  more  than  the  great  hotel 
that  advertises  room  rates  upward  from  $2.50,  well  knowing  that 
its  one  $2.50  room  (to  justify  the  advertising  of  that  rate)  is  never 
available  for  a  transient  guest.  How  can  a  distiller  advertise  that 
no  finer  liquor  is  obtainable  than  the  brand  which  he  sells  at  half 
the  price  of  his  top  brand?  How  can  a  soap  manufacturer  who 
sells  powders,  flakes,  chips  and  detergents,  claim  that  each  of 
these  products  does  a  better  job,  and  does  it  quicker  and  with 
less  effort,  than  any  other  product  for  the  purpose?  And  what 
about  the  oil  and  gasoline  refiners  who  claim  superior  qualities 
for  their  products  and  then,  especially  as  in  the  instance  of  gaso- 
line, "borrow"  gasoline  so  continuously  in  some  areas,  from  their 
competitors? 

HOW  CLIENTS  ENCOURAGE  CODE  VIOLATIONS 

Instead  of  accepting  regulations  and  codes  as  rules  of  conduct 
for  the  general  good,  many  large  advertisers  seem  to  regard  them 
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as  challenges  to  their  ingenuity  which  they  try  to  evade  while 
staying  within  the  law  of  both  spirit  and  wording.  Several  notable 
cases  are  known  among  advertising  men  in  which  the  advertiser 
has  berated  the  agency  for  not  being  smart  enough  to  think  up 
dodges  that  he  can  get  away  with.  Naturally,  to  protect  its  tenure 
with  a  major  account,  the  agency  starts  thinking  along  defensive 
lines,  and  trouble  develops  for  both  advertiser  and  agency.  It  may 
be  that  violations  of  ethics  are  no  more  general  among  large 
advertisers  and  agencies  than  among  smaller  ones.  Possibly  it  is 
only  that  they  receive  quicker  and  more  effectively  publicized 
attention  from  the  policing  organizations.  However,  the  moral 
obligation  of  the  code  of  ethics  should  be  subscribed  to  and 
honored  at  the  top  as  an  example  for  all  other  operators. 

Advertisers  are  even  more  generally  unethical  in  their  relations 
with  agencies.  They  know,  just  as  agencies  know,  that  specula- 
tive presentations  are  frowned  upon,  if  not  actually  forbidden, 
by  the  code  of  ethics.  But  few  hesitate  to  invite  or  receive  compet- 
itive presentations  from  as  many  agencies  as  care  to  make  them. 
Many  instances  are  known  in  which  the  advertiser  had  already 
decided  on  an  agency,  but  competitive  presentations  continued 
to  be  received,  if  invited  only  by  implication.  When  accused, 
the  offenders  have  justified  their  code  violation  by  such  weak 
defenses  as,  "Business  courtesy  rather  demands  that  we  give 
everybody  a  hearing."  Others,  more  honest,  have  said,  "Those 
other  presentations  give  us  something  to  check  against."  Few  are 
honest  enough  to  admit  that  they  expect  to  get  ideas  that  they  can 
adopt  or  adapt. 

A  special  violation  of  the  code  is  the  "house  agency,"  an  agency 
financed  and  controlled  by  the  advertiser  so  that  the  standard 
15-per  cent  commission  reverts  to  the  advertiser  through  em- 
ployment of  this  subterfuge.  House  agencies  usually  handle  ac- 
counts in  the  big-billings  bracket.  Despite  the  fact  that  the  nature 
of  these  house  agencies  is  known  or  guessed  by  other  agencies, 
publishers,  and  broadcasters,  they  are  cultivated  assiduously. 
Some  advertisers  insist  upon  rebates  of  part  of  the  commissions. 
Others  demand  art  work  free  of  charge.  In  a  few  instances,  they 
demand  that  the  agencies,  at  their  own  expense,  keep  "missionary 
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men"  on  the  road  working  with  dealers,  large  consumers,  and 
similar  prospects.  Others,  either  directly  or  through  pressure  on 
their  agencies  to  do  the  "chiseling,"  inveigle  publishers  into  un- 
reasonable merchandising  cooperation.  When  publishers  yield 
to  these  pressures,  they  violate  the  code  of  their  own  trade,  which 
has  standardized  the  amount  of  cooperation  of  this  kind  that 
has  been  specified  as  fair  and  equitable  for  advertisers,  according 
to  the  amount  of  space  each  uses. 

HOW  AGENCIES  VIOLATE  THEIR  CODE 

Agencies,  too,  often  violate  their  own  code.  They  make  specu- 
lative presentations  which  are  forbidden  by  the  advertising  code. 
How  readily  they  will  do  them  and  how  costly  these  presenta- 
tions are  depends  upon  the  size  of  the  account  and  upon  the 
agency's  belief  in  its  chances  of  getting  it.  The  soundness  of  this 
stipulation  in  the  agency  code  is  being  questioned  more  and  more, 
because  advertisers  argue  that  they  should  be  allowed  to  know 
what  they  are  buying. 

The  agency  code  forbids  soliciting  accounts  of  other  agencies, 
a  stipulation  which  is  seldom  honored.  It,  too,  is  being  questioned 
more  and  more  as  to  its  soundness.  If  an  account  is  incompetently 
handled,  it  has  been  pointed  out,  it  should  be  solicited  by  any 
agency  that  will  handle  it  more  competently.  Otherwise,  agency 
service  as  such  will  necessarily  be  discredited  to  some  degree. 

Big  agencies  justify  solicitations  of  this  kind  on  the  basis  of 
more  competent  service,  which  will  benefit  the  advertiser  and 
protect  his  regard  for  agencies.  The  big  agencies,  however, 
seldom  become  conscious  of  their  "obligation"  until  a  smaller 
agency  has  developed  the  account  to  attractive  size.  If  the  smaller 
agency's  service  had  been  incompetent,  it  is  doubtful  that  the 
account  would  have  developed  important  billing.  Flattering  the 
advertiser  enters  here.  Many  advertisers  yield  to  the  appeal  of 
big-name  associations,  without  giving  much  appreciation  or 
loyalty  to  the  agency  that  had  served  them  so  competently  and 
faithfully,  probably  with  no  profit  or  even  with  an  actual  loss 
in  its  first  year  or  two  of  work  on  the  account. 

Some  advertisers  change  agencies  every  year,  or  two  or  three 
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years,  on  the  conviction  that  they  have  "milked"  an  agency  of 
its  ideas  and  capacities,  and  that  they  will  gain  by  "putting  a  new 
agency  through  the  hoops."  Agencies  that  need  to,  or  want  to, 
boost  their  billings  for  a  time  go  all  out  in  their  solicitation  of 
these  accounts.  They  make  extravagant  promises  of  extra  serv- 
ices free,  and  anything  else  that  they  believe  will  appeal  to  this 
kind  of  an  advertiser.  Then,  of  course,  comes  the  temptation  to 
"ride  the  account  for  all  it  is  worth  while  we  have  it."  What 
chance  for  survival  has  the  code  of  ethics  in  such  cases? 

In  general,  conformity  to  the  several  codes  of  ethics  which 
govern  media  is  close.  Financially  strong  publishers,  broadcast- 
ers, and  billboard  firms  rarely  enter  into  any  special  deals  with 
any  advertiser  or  agency  regarding  rates,  positions,  supplement- 
ing services,  and,  in  fact,  all  else.  However,  here  as  nearly  every- 
where in  the  field  of  human  endeavor,  we  find  exceptions. 

HOW  PUBLISHERS  VIOLATE  CODES 

Publishers  constantly  survey  the  markets  they  cover  and  the 
comparative  effectiveness  of  their  coverage.  Today  the  results 
of  publishers'  surveys  are  sometimes  discounted  until  the  findings 
revealed  can  be  checked  against  the  results  of  wholly  disinterested 
surveys.  The  reason  is  that  a  survey  made  by  or  for  a  given 
medium  almost  always  puts  that  medium  on  top  or  nearer  the 
top  than  the  facts  may  warrant.  It  was  from  surveys  of  this  kind 
that  researchers  learned  that  the  way  questions  are  asked  largely 
determines  the  kind  of  answers.  No  reason  ever  existed  for  ques- 
tioning whether  the  actual  results  of  the  media  surveys  were  the 
same  as  released  reports.  But  much  reason  did  exist  and  still  does 
exist,  for  questioning  the  competence  of  the  methods  and  forms 
used  in  such  surveys. 

Today,  most  media  proprietors  and  representatives  tell  the 
truth.  But  they  do  not  always  tell  the  whole  truth  until  it  is 
pried  out  of  them;  and  they  often  imply  a  great  truth  by  stating 
a  less  important  one.  Publishers  whose  products  include  general 
magazines,  women's  magazines,  and  farm  publications  govern 
their  selling  of  one  publication  with  considerable  regard  for 
its  effect  upon  others. 
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For  example,  publishers  of  the  general  weeklies  seldom  volun- 
teer the  information  that  they  are  read  by  more  women  than 
men.  They  volunteer  the  information  that,  on  the  average,  22 
per  cent  of  the  adult  readers  of  women's  service  magazines  are 
men.  And  why  volunteer  the  information  that  approximately  one- 
third  of  all  mass  circulation  is  to  families  in  rural  areas?  Or  that 
most  of  the  farm  families  who  read  farm  magazines  also  read 
one  or  more  of  the  general  magazines?  Publishers  of  farm  maga- 
zines seem  given  to  the  practice  of  implying,  at  least,  that  farm 
families  read  farm  papers  only.  Publishers  of  regional  magazines 
imply  that  dense  coverage  of  their  areas  is  possible  only  with 
their  magazines,  when  in  many  instances,  national  publications 
cover  these  areas  more  intensively. 

However,  it  is  in  the  area  of  agency  recognition  that  publica- 
tion owners  most  frequently  and  blithely  disregard  the  ethics 
of  recognition.  All  media  groups  have  standards  to  which  agencies 
are  supposed  to  conform  in  order  to  command  the  recognition 
which  entitles  them  to  collect  commissions  from  publishers. 
These  requirements  cover  experience,  facilities  for  rendering 
service,  evidence  of  competence  to  engage  in  the  agency  busi- 
ness, capacity  to  place  a  reasonable  volume  of  business,  activity 
with  at  least  a  minimum  number  of  accounts,  and  finally,  and 
most  important,  financial  responsibility.  However,  in  actual 
practice,  if  an  agency  has  a  worth-while  volume  of  business  to 
place  and  can  assure  the  media  proprietor  of  prompt  payment, 
its  business  usually  is  accepted  forthwith.  Media  proprietors 
then  go  through  motions  of  "temporary  recognition"  or  some 
other  face-saving  device.  These  dodges  compound  the  code 
violations  because  they  have  applied  so  many  times  to  house 
agencies. 

In  general,  however,  despite  these  not-too-frequent  violations 
of  their  codes,  advertisers  and  all  people  in  advertising  can  have 
a  justified  pride  in  their  codes  of  ethics  and  in  their  own  as  well 
as  their  contemporary  practitioners'  conformity  to  them.  One 
reason  for  this  climb  of  ethics  to  the  higher  level  in  advertising 
is  the  degree  of  professionalism  that  has  developed,  and  the  so- 
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called  scientific  practices  that  are  the  bases  for  agency  services 
in  particular. 

PROFESSIONALISM  ENCOURAGES  CODE  CONFORMITY 

Within  the  memory  of  practitioners  who  are  still  active,  the 
only  requirements  anyone  had  to  meet  to  be  an  advertising  man 
or  woman  not  too  long  ago,  were  to  be  able  to  write  "catchy 
copy"  and  make  "attractive  layouts."  The  finished  advertise- 
ments were  placed  in  the  publications  which  the  advertiser  or 
his  wife  liked  best,  or  which  happened  to  be  owned  by  a  friend 
of  the  advertiser  or  his  so-called  agent.  The  idea  of  writing  and 
illustrating  advertising  with  any  special  understanding  of  psy- 
chology other  than  that  of  the  advertiser  and  his  "clever"  pro- 
ducer of  advertisements,  would  have  been  totally  strange  to 
advertising  practice  in  those  earlier  days. 

But,  as  markets  increased  in  size;  as  competition  increased;  as 
more  money  was  required  to  do  an  effective  promotional  job; 
and  as  literacy,  culture,  sophistication,  and  understanding  de- 
veloped among  people  in  general,  the  day  of  mere  originality  for 
its  own  sake  gave  way  to  the  present  era  of  truly  professional 
practice.  Psychology  and  economics  were  studied  as  sciences  in 
preparation  for  work  in  advertising.  Agencies  constantly  ob- 
serve and  study  psychological  changes  and  economic  trends. 
The  lengths  to  which  these  studies  go  seems  to  have  no  end. 

No  longer  is  it  the  psychology  of  industrialists  that  costly  ma- 
chines should  be  expected  to  stand  up  for  half  a  century.  All  they 
want  is  production  now.  If  a  machine  will  pay  out  in  a  year  or 
two,  they  are  satisfied.  By  that  time,  some  revolutionary  develop- 
ment will  probably  necessitate  replacement,  anyway.  Because 
of  this  and  comparable  facts,  agencies  watch  the  trends  in  indus- 
trial thinking  all  the  time.  Not  much  is  left  of  the  old  trio  of 
qualities  (style,  fit,  and  comfort)  that  consumers  used  to  look 
for  in  footwear.  High  style  may  characterize  footwear  that  lacks 
heels  and  toes,  but  little  is  left  of  fit  and  comfort,  in  the  earlier-day 
meaning  of  the  terms.  Extreme,  if  not  especially  commendable, 
illustrations  of  results   of  such   observations   of  psychological 
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changes  are  afforded  by  the  successes  of  the  cigarette  companies 
in  promoting  their  products  into  such  nearly  universal  use  by 
women;  and  of  the  liquor  interests  in  making  it  socially  acceptable 
for  women  without  male  escorts  to  frequent  cocktail  lounges  and 
bars. 

Similarly,  agencies  study  the  psychological  trends  of  whole- 
salers. We  know  that  retailers  no  longer  consider  actual  selling 
as  one  of  their  responsibilities.  Today,  most  retail  stores  are  little 
more  than  known  sources  of  supply  for  wanted  merchandise, 
and  most  retailers  limit  their  responsibility  to  supplying  adver- 
tised products  that  are  bought  by  the  consumer  instead  of  sold 
by  the  retailers. 

Agencies  also  keep  economic  trends  under  constant  and  pro- 
fessional observation,  which  applies  to  media  values  as  well  as 
to  ability  to  buy,  willingness  or  reluctance  to  buy,  and  need  to 
buy,  on  the  part  of  consumers.  The  labeling  of  horse  meat  canned 
for  dogs  as  "fit  for  human  consumption,"  when  the  depression 
hit  us,  resulted  from  these  studies,  and  the  expedient  helped  many 
distressed  families  through  a  desperate  period. 

SCIENCE  CONTRIBUTES  TO  ETHICAL  PRACTICES 

But,  despite  the  great  extent  to  which  science  is  applied  to 
advertising,  in  itself  it  is  not  an  exact  science  and  nothing  now 
indicates  that  it  ever  will  be.  Too  many  factors  beyond  the  con- 
trol of  advertisers,  agencies,  and  media  owners  govern  in  the  end. 
Today,  all  consumers,  whether  of  industrial  equipment  and  sup- 
plies or  of  home  furnishings,  major  appliances,  and  products  for 
personal  needs,  delay  purchase  until  day  of  use— and  sometimes 
almost  until  moment  of  use. 

If  advertising  was  or  could  be  an  exact  science,  we  would  not 
face  such  disappointments  as  advertising  skis  and  sleds  months  in 
advance  of  enough  snowfall  to  make  their  use  possible,  or  through 
a  winter  of  virtually  no  snow  at  all.  Retailers  wouldn't  wake  up 
to  find  an  all-day  pouring  rain  blasting  the  effectiveness  of  the  ad- 
vertising display  that  ran  in  newspapers  the  day  before.  Florists 
wouldn't  stock  orchids  in  volume  to  warrant  heavy  advertising 
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immediately  in  advance  of  some  great  social  event,  only  to  have 
women  suddenly  turn  thrifty,  patriotic,  or  charitable  and  turn 
thumbs  down  on  expensive  corsages. 

If  advertising  was  exact  science,  more  people  engaged  in  it 
would  have  known  that  some  of  the  publications  launched  dur- 
ing recent  years  had  no  hope  of  survival,  and  would  have  spent 
no  money  in  them.  On  the  other  hand,  they  would  have  known 
that  some  publications  that  seemed  to  have  little  more  behind 
them  than  the  originators'  enthusiasms  were  destined  to  enjoy 
sensational  success— and  advertisers  would  have  got  in  on  the 
ground  floor  with  them. 

Because  advertising  deals  with  people  in  whom  there  is  little 
constancy  emotionally,  morally,  socially,  or  economically,  and 
little  fixity  in  location,  the  rules,  codes,  laws,  policies,  and  prac- 
tices have  to  be  constantly  changed,  to  maintain  effectiveness. 
Setting,  revising,  maintaining,  and  conforming  to  codes  of  ethics 
concerning  advertising  are  fraught  with  innumerable  difficulties. 
But,  because  advertising  so  largely  governs  the  thoughts  and 
actions  of  all  of  our  people,  the  need  for  ethical  codes  and  ad- 
herence to  them  is  at  least  as  pressing  as  for  any  business  or  pro- 
fession. The  wonder  is  that,  with  all  of  the  factors  involved  and 
all  of  the  people  concerned,  advertisers,  agencies,  and  media  own- 
ers do  as  well  as  they  do,  ethically. 
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The  field  of  selling  is  as  important  to  our  modern-day  economy 
as  money  is  to  our  system  of  exchange  or  machinery  to  our  field 
of  industrial  production.  With  a  wide  range  of  industrial,  agri- 
cultural, and  other  products  and  services  from  which  to  choose, 
the  consumer  must,  of  necessity,  pay  great  attention  to  the  ef- 
forts and  advice  of  the  salesman.  Such  an  important  influence  on 
the  daily  lives  of  so  many  American  citizens  requires  that  distribu- 
tors and  manufacturers  pay  proper  attention  to  selling  efforts. 
Although  there  are  few  other  fields  where  study  has  been  less 
important  in  the  past,  there  are  few  fields  where  study  in  the 
future  is  more  important  than  in  the  field  of  selling. 

Many  of  the  reasons  for  the  low  quality  of  salesmanship  in  the 
past  have  been  overshadowed  by  one  major  point.  The  public, 
by  and  large,  has  been  ignorant  about  customary  methods  and 
techniques  of  selling  which,  developed  out  of  practice  and  ex- 
perience, have  always  had  as  their  ultimate  goal  the  purchase  of 
the  product  represented  whether  needed  or  not.  The  American 
public  has  been  gullible  in  accepting  at  face  value  the  sales  stories 
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offered.  And  yet  it  would  have  been  extremely  difficult  to  de- 
velop a  nation  as  economically  strong  and  sound  as  the  United 
States  without  the  practice  of  the  salesman's  art. 

WHAT  IS  SALESMANSHIP? 

The  field  of  salesmanship  has  recently  been  glorified  with 
many  descriptive  terms.  Actually,  a  salesman  is  a  purveyor  of 
customer  satisfaction,1  who  should  be  primarily  interested  in  the 
end  result  of  his  efforts  rather  than  the  unloading  of  products 
which  he  represents.  Unfortunately,  this  is  not  always  the  case. 
Many  salesmen  consider  that  the  closing  of  a  sales  deal  is  the  end 
in  itself.  Instead,  they  should  think  of  it  only  as  a  beginning. 
Salesmanship,  thus,  is  a  continuing  process  in  which  repeat  busi- 
ness is  as  important  as  the  initial  contract. 

In  terms  of  economics,  salesmanship  is  one  phase  of  marketing, 
the  descriptive  term  applied  to  the  study  of  those  functions  neces- 
sary to  distribute  goods  produced  to  their  ultimate  consumers. 
Salesmanship  directly  influences  the  right  of  the  customer  to 
choose  the  product,  for  that  is  also  important  in  the  satisfaction 
of  customers'  wants.  Thus,  this  field  cannot  be  described  by  any 
one  all-inclusive  definition  but  must  be  considered  in  relation  to 
all  of  the  elements  necessary  to  the  conduct  of  the  profession. 

WHY  CALL  SELLING  A  SCIENCE? 

The  use  of  the  term  science  to  describe  the  field  of  selling  is 
one  which  would  not  be  approved  by  the  natural  scientists.  As 
far  as  the  dictionary  definition  of  the  term  goes  they  are  correct. 
However,  observers  of  the  development  of  modern  sales  tech- 
niques and  methods  in  recent  years  see  many  similarities  between 
the  studies  in  the  natural  sciences  and  those  in  marketing.  The 
profession  of  selling  has  not  fallen  behind  general  marketing  in 
this  respect.  In  fact,  many  worth-while  ideals  of  selling  have 
come  directly  from  psychological  studies  of  human  behavior. 

Furthermore,  many  principles  of  scientific  method  are  used 

1  According  to  George  S.  Jones,  Jr.  ("Opportunities  in  Selling,"  U.S.  Dept.  of 
Commerce,  Washington,  D.C.,  1948),  "Salesmanship  is  the  art  of  providing 
products  that  won't  come  back  to  customers  who  will!" 
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by  the  members  of  the  sales  fraternity.  To  understand  the  situa- 
tion at  hand,  the  salesman  should  understand  and  recognize  the 
immediate  problem.  This,  of  course,  is  the  use  value  that  his 
product  will  have  for  the  prospect.  He  must  also  catalogue  the 
personality  characteristics  of  the  customer,  so  that  he  may  have 
control  over  the  prospect's  mental  processes.  Next  he  must  also 
know  the  physical  characteristics  of  his  product  in  relation  to 
the  consumer's  need.  A  great  deal  of  nonscientific  methodology 
is  still  used  in  selling,  but,  as  the  years  go  by,  the  approach  be- 
comes more  scientific  than  before. 

IMPORTANCE  OF  SELLING 

As  yet  no  one  has  fully  understood  all  of  the  important  as- 
pects of  successful  selling.  There  is  little  doubt  that  many  op- 
portunities in  the  field  have  not  been  developed.  To  understand 
these  opportunities  and  their  breadth,  the  importance  of  selling 
must  be  considered  from  various  points  of  view.  From  the 
economic  standpoint,  salesmanship  is  a  field  that  is  consistently 
growing  in  importance.  Selling  has  been  the  important  phase  in 
developing  mass  production.  It  is  very  doubtful  that  the  wide 
variety  of  goods  and  services  now  fulfilling  consumers'  needs 
could  be  provided  at  reasonable  costs  if  it  had  not  been  for  sales- 
manship. The  public's  basic  needs  are  constantly  increasing,  as 
former  luxuries  now  become  necessities.  Through  selling,  the 
producer  can  keep  developing  new  merchandise  and  services 
and  yet  find  a  ready  market  for  each  one.  This  factor,  then,  in- 
creases the  benefits  of  mass  production  in  our  economic  opera- 
tion. Without  selling,  a  good  many  valuable  products  would 
go  unnoticed. 

From  the  social  standpoint,  it  can  be  truthfully  said  that  our 
present  standard  of  living  is  largely  the  result  of  our  forceful 
and  aggressive  selling  and  advertising  policy  through  the  years. 
Many  products  that  would  otherwise  not  have  reached  the  mar- 
ket for  general  distribution  for  years  got  there  in  a  relatively  short 
time  as  a  result  of  effective  salesmanship.  Radio,  a  product  that 
does  an  effective  sales  job  of  itself,  must  give  a  great  deal  of  the 
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credit  for  its  rapid  public  acceptance  to  the  science  of  selling. 
Automobiles,  now  classed  almost  as  a  necessity,  were  changed 
from  a  luxury  classification  by  a  wise  combination  of  salesman- 
ship and  production.  Generally  speaking,  any  product  that  is  the 
result  of  scientific  achievement  must  have  a  well-planned  and 
coordinated  sales  program  before  it  will  gain  wide  recognition 
and  then  acceptance. 

Virtually  fifty  per  cent  of  our  population  is  employed  in  some 
phase  of  the  distribution  of  products  between  final  production 
and  the  ultimate  consumer.  It  is  true  that  many  of  these  people 
are  in  nonselling  categories  such  as  transportation,  service,  com- 
munication and  the  like.  However,  they  all  directly  or  indirectly 
influence  the  selling  picture  and  thus  should  be  considered  part 
of  the  sales  field.  This,  plus  the  wide  variety  of  product  and  serv- 
ices advertised  in  leading  magazines  and  periodicals,  clearly  shows 
the  influence  of  selling  in  our  economy.  It  is  an  influence  with 
no  visible  end.  It  can  increase  with  the  same  speed  as  our  insatiable 
demand  for  new  want-satisfying  products. 

PROBLEMS  IN  SELLING  ETHICS 

It  is  difficult  to  decide  upon  whom  the  blame  should  fall  for 
poor  sales  ethics.  Undoubtedly,  a  great  deal  must  rest  upon  the 
individuals  engaged  in  the  sales  operation.  The  fact  that  our 
economy  has  been  largely  developed  by  high-pressure  sales 
methods  has  caused  a  great  number  of  articles  to  be  bought  that 
the  mass  of  consumers  do  not  need.  The  weight  of  high-pressure 
selling  generally  results  in  a  lowering  of  living  standards  and  a 
wasteful  use  of  income.  Economists  insist  that  for  a  perfect 
operating  economy,  it  is  both  necessary  and  essential  that  mone- 
tary income  be  used  in  the  most  effective  manner  and  to  procure 
the  best  quality  of  economic  goods. 

On  the  other  hand,  so-called  low-pressure  selling  is  equally 
bad.  Low-pressure  selling  results  in  the  salesman's  failure  to 
understand  and  heed  the  fundamental  premise  of  good  salesman- 
ship. He  must  provide  education  for  the  consumer  in  the  value 
and  use  of  the  product  he  represents.  Since  the  consumer  has 
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little  opportunity,  under  normal  circumstances,  thoroughly  to 
understand  the  merits  or  lack  of  merits  of  a  product  as  applied 
to  his  personal  service,  he  must  learn  these  merits  from  the  sales 
representative.  Thus,  low-pressure  selling  forces  the  purchaser  to 
rely  upon  his  own  initiative  and  knowledge  of  the  job  to  be  per- 
formed. Again  there  is  waste  in  our  distribution  system.  The 
main  advantage  that  low-pressure  selling  has  over  high-pressure 
selling  is  that  such  selling  is  accepted  as  ethical  by  most  consumers, 
whereas  high-pressure  selling  is  generally  considered  to  be  un- 
ethical in  and  of  itself.  From  the  standpoint  of  reason,  both  prac- 
tices do  not  live  up  to  their  level  of  responsibility. 

On  the  other  hand,  the  consumer  is  largely  responsible  for  his 
own  plight.  Since  he  has  developed  distrust  for  the  salesman,  he 
surveys  the  situation  without  proper  knowledge  and  understand- 
ing as  to  the  values  of  a  product  that  should  guide  and  direct 
his  decision.  In  many  cases  the  decision  will  be  based  upon  such 
irrational  factors  as  emotion,  thus  limiting  the  gain  from  the 
expenditure  of  his  income.  Consumers,  moreover,  fail  to  realize 
their  responsibility  in  our  free  enterprise  system;  they  do  not 
endeavor  to  acquire  information  which  would  make  them  better 
purchasers.  In  many  cases  they  feel  that  any  sales  information  is 
a  deliberate  attempt  to  mislead  them  in  their  selection  of  goods. 
In  such  a  situation  the  consumer  is  every  bit  as  responsible  for 
bad  selling  ethics  as  is  the  sales  representative. 

Placing  the  blame  upon  the  proper  party  is,  therefore,  difficult 
and  we  must  look  at  the  selling  profession  as  a  whole  before  we 
can  understand  the  problem.  We  will  find  it  necessary  therefore, 
to  examine  critically  the  factors  that  make  people  buy  goods  and 
to  try  to  rationalize  these  motives  with  the  problem  of  sales  ethics. 


WHY  PEOPLE  BUY 


The  casual  observer  might  easily  say  that  people  buy  mer- 
chandise because  they  want  it.  The  pure  economist  would  say 
that  they  are  motivated  by  a  desire  to  satisfy  their  wants.  But 
the  marketing  expert  would  say  people  buy  merchandise  in  order 
to  achieve  satisfaction.  Actually,  it  is  not  the  worth  or  value  of 
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the  merchandise  that  motivates  a  sale;  it  is  the  product's  ability 
to  satisfy  the  innate  desire  of  the  customer.  In  many  cases  the 
customer  may  not  even  recognize  this  desire.  A  prime  function  of 
the  salesman,  the  advertiser,  or  the  sales  promotion  expert  is  to 
stimulate  present  desire  and  unearth  the  myriad  of  hidden 
desires,  so  that  all  manner  of  products  may  be  sold.  Most  pur- 
chases made  on  the  spur  of  the  moment  are  usually  said  not  to 
be  carefully  considered.  A  retail  salesperson  or  a  sales  promotion 
display  has  not  created  a  desire,  however,  but  has  unearthed  it 
from  the  depths  of  the  buyer's  mind.  Thus,  when  the  desire  is 
recognized  by  the  consumer  and  the  product  is  accepted  by  him 
as  a  means  of  satisfying  it,  the  sale  can  be  consummated. 

THE  PLACE  OF  PSYCHOLOGY  IN  SELLING 

People  buy  satisfaction,  not  goods.  Psychology2  in  selling  is 
based  upon  this  fact.  The  retailer  does  not  create  a  desire.  It  must 
arise  from  the  customer  himself.  In  many  cases,  such  desires  are 
not  recognized  by  the  prospective  buyer,  and  the  seller  must  draw 
them  out  into  the  open.  Thus,  a  heavy  burden  is  placed  upon  the 
salesperson.  Without  proper  training  in  consumer  understanding, 
he  or  she  cannot  do  an  effective  selling  job. 

Basically  there  are  several  fundamental  desires  that  can  easily 
be  recognized  and  which  require  no  great  scientific  perception 
to  understand  or  define.  All  people  have,  of  course,  the  desire  to 
maintain  or  improve  their  present  standard  of  living.  No  one 
is  desirous  of  moving  backward  in  his  struggle  to  maintain  exist- 
ence. Thus,  any  commodity  which  basically  tends  to  maintain 
this  standard  of  living  has  strong  sales  appeal.  The  desire  for 
food,  clothing,  and  shelter,  for  example,  will  satisfy  all.  People 
generally  tend  to  live  up  to  their  income.  Thus,  desires  vary  in 
value  and  in  strength  dependent  upon  such  other  factors  as 
position,  standard  of  living  and  the  like. 

2  "When  we  study  buying  motives,  we  are  really  considering  a  phase  of  psy- 
chology. We  are  attempting  to  find  out  what  goes  on  in  a  prospect's  mind  that 
makes  him  buy  and  how  we  can  use  it  for  our  own  purposes  in  selling."  Roch- 
ester Sales  Executives  Club,  Essentials  of  Selling,  McGraw-Hill,  New  York, 
1945,  p.  15. 
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The  influence  of  applied  psychology  develops  greater  signifi- 
cance, however,  when  additional  desires  are  considered.  The  sim- 
ple wants  expressed  by  the  necessities  of  life  expand  immeasurably 
when  the  original  desires  have  been  satisfied.  Many  of  these 
added  demands  for  satisfaction  arise  from  the  standard  of  living. 
They  require  additional  purchases  of  merchandise  in  order  to 
satisfy  them.  To  understand  clearly  the  origin  and  significance 
of  these  desires,  one  must  study  human  emotions,  for  much 
of  the  modern  sales  mechanism  is  dependent  upon  the  emotional 
appeal.  Most  emotional  desires  are  found  in  all  people,  although 
they  may  have  varying  intensities,  and  many  people  may  attempt 
to  hide  certain  emotional  desires  because  of  their  fear  of  ridicule. 
Psychological  studies  have  been  attempted  to  evaluate  and  to  list 
the  emotional  appeals  most  present  in  salesmanship.  As  a  result 
of  these  studies,  sales  experts  have  tried  to  analyze  and  to  classify 
human  buying  motives.  It  is  now  possible  for  sales  personnel, 
approaching  the  problem  scientifically,  to  analyze  specific  con- 
sumer desires  and  to  sell  merchandise  by  making  such  desires  vital 
to  the  customer's  wellbeing.  Proficiency  in  this  respect  can  be 
developed  through  training  and  through  experience,  which  is 
important  even  with  a  good  educational  background.  A  copy  of 
a  newspaper  or  a  magazine  will  show  the  strength  of  emotional 
motivation  used  in  advertising.  The  same  appeals  are  present  in 
salesmanship. 

EMOTIONAL  BUYING  MOTIVES 

Buying  motives  can  be  reduced  basically  to  the  following 
classifications: 

1.  Prestige 

2.  Food  and  Drink 

3.  Parental  Love 

4.  Amusement 

5.  Ownership 

6.  Friendship 

7 .  Sex  and  Romance 
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8.  Self -Preservation 

9.  Construction 

10.  Geographic  Instinct  (Travel) 

1 1 .  Reduction  of  Work 

12.  Home  Improvement 

It  is  a  fundamental  characteristic  of  all  people  to  desire  to  raise 
themselves  in  the  opinion  of  others,  to  measure  success  by  what 
other  persons  think.  One  of  the  quickest  and  easiest  ways  to  de- 
velop prestige  is  through  the  ownership  of  valuable  or  unusual 
goods.  Thus,  many  sales  can  be  completed  by  playing  upon  this 
emotional  urge.  The  simple  decision  between  the  purchase  of 
two  or  more  brands  of  new  automobiles  can  frequently  be  traced 
to  the  prestige  element  of  owning  a  more  acceptable  car  than 
those  represented  by  the  other  competing  brands.  The  use  of 
elaborate  and  valuable  jewelry  as  a  part  of  a  lady's  costume  is 
often  designed  to  increase  prestige.  This  is  one  of  the  strongest 
emotional  urges  present  and  one  that  to  a  more  or  less  degree  is  a 
part  of  everyone's  mental  make-up;  therefore,  the  salesman  will 
recognize  it  easily. 

The  desire  for  food  and  drink  is  elemental  in  all  human  beings 
and,  as  such,  is  apt  to  be  underestimated.  Not  only  are  food  and 
drink  necessities  but  the  desire  for  them  has  also  been  developed 
as  a  pleasure.  Since  people  appreciate  good  taste  and  a  variety 
of  flavors,  the  sale  of  specific  items  may  be  stimulated  by  catering 
to  a  variety  of  tastes.  Furthermore,  the  use  of  clever,  original, 
and  artistic  packaging  also  stimulates  such  sales.  But,  regardless 
of  wrapping,  the  desire  for  products  relating  to  food  and  drink 
is  fundamental. 

One  of  the  easiest  and  most  effective  sales  appeals  arises  from 
parental  love.  Any  man  or  woman  who  has  experienced  the 
pleasure  of  raising  one  or  more  children  realizes  the  tremendous 
force  that  can  be  generated  when  the  welfare  of  the  child  is 
considered.  People  buy  items  for  children's  health,  amusement, 
education,  comfort,  and  general  pleasure.  Most  parents  find  it 
hard  to  refuse  any  reasonable  desires  that  their  children  may 
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express.  Both  salesmen  and  advertisers  can  use  this  as  an  effective 
emotional  sales  appeal. 

With  the  increase  in  leisure  time  over  the  years,  the  desire  for 
amusement  has  become  extremely  strong.  Everyone  from  the 
cradle  to  well-advanced  years  must  partake  of  some  form  of 
amusement.  An  appeal  directed  to  the  special  age  group  in  which 
the  prospect  is  interested  or  to  which  he  belongs  can  supply  the 
motive  for  the  purchase  of  either  goods  or  services  designed  to 
satisfy  this  desire.  The  amusement  appeal  covers  all  forms  of 
physical  and  social  entertainment. 

The  thrill  or  pleasure  of  ownership  is  always  present.  Although 
this  urge  is  closely  allied  with  that  of  prestige,  it  does  have  a 
separate  character.  The  delivery  of  a  new  car  to  a  buyer  gives 
him  extreme  pleasure  whether  or  not  the  model  or  the  brand 
contributes  to  his  personal  prestige.  The  simple  fact  of  owning 
the  car  creates  a  satisfaction.  The  recent  upsurge  in  home-owner- 
ship, replacing  rentals,  has  been  attributed  to  an  innate  demand 
to  own  one's  own  living  quarters.  There  is  a  definite  feeling  of 
pride  attached  to  the  plain  fact  of  ownership. 

The  desire  for  friendship  can  be  a  powerful  stimulant  to  sales. 
Most  individuals  desire  to  have  friends  and  to  be  liked  by  others. 
This  results  in  a  real  demand  to  purchase  products  and  services 
that  will  make  them  more  acceptable  to  their  neighbors.  If  the 
seller  can  show  that  the  trend  is  toward  a  certain  product  or  a 
certain  style,  many  sales  can  be  effectively  concluded.  The  desire 
for  companionship  or  household  pets  is  a  further  example  of  this 
desire  for  friendship.  The  usual  reason  for  buying  a  pet  is  to 
provide  a  friend  for  the  buyer. 

A  glance  at  advertisements  in  most  national  magazines  will 
quickly  show  the  influence  of  sex  and  romance  in  salesmanship. 
It  is  a  tried  and  true  method  of  selling  in  this  country  and  is,  of 
course,  based  on  a  highly  emotional  response.  As  sex  is  considered 
to  be  a  strong  motivation  in  everyday  life  by  psychologists,  it 
is  no  wonder  that  salesmen  use  it  frequently  as  a  selling  motive. 
Furthermore,  when  this  buying  motive  is  present,  a  capable 
salesman  can  do  much  by  showing  the  value  of  his  product  in 
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meeting  such  motivation.  This  appeal  is  valuable  in  selling  many- 
products  from  housewares  to  luxury  items  such  as  jewelry,  cos- 
metics, and  furs. 

The  desire  for  self-preservation  extends  from  personal  care 
to  the  welfare  and  well-being  of  one's  family.  In  this  respect,  it 
is  closely  connected  with  appeals  to  parental  love  and  romance. 
Protecting  the  wellbeing  of  those  close  to  a  person  is  always  a 
strong  motivation.  The  use  of  fire  extinguishers  for  the  home  can 
be  dramatically  portrayed,  and  the  product  thus  sold,  by  showing 
how  they  can  help  to  preserve  the  health  and  wellbeing  of  the 
individual  and  his  family  as  well  as  his  personal  property.  The  use 
of  safety  inner  tubes  for  automobile  tires  is  developed  largely  on 
the  grounds  that  a  man  and  his  family  will  be  protected  from  the 
dangers  of  blowouts. 

The  factors  of  construction,  geographic  interest  (travel),  re- 
duction of  avork  and  home  improvement  all  spring  again  from 
innate  desires.  The  wise  and  capable  salesman  will  endeavor  to 
recognize  the  presence  of  such  desires  and  apply  them  to  the 
products  he  represents.  In  order  to  discover  the  presence  of  such 
emotions  and  urges,  the  salesman  must  become  a  student  of  human 
nature.  He  develops  a  thorough  familiarity  with  the  normal  re- 
actions of  the  people  with  whom  he  comes  in  contact,  thus  be- 
coming an  amateur  psychologist. 

REASONING  VERSUS  EMOTIONS 

All  this  may  seem  to  imply  that  there  is  a  total  lack  of  reason- 
ing used  in  most  purchases.  This  is  not  completely  the  case.  The 
average  consumer  thoroughly  believes  he  is  using  his  reasoning 
powers  whenever  he  makes  a  purchase,3  and,  in  truth,  he  does  try 
to  do  so.  Because  they  do  not  know  what  qualities  to  look  for  in 
a  product,  however,  most  purchasers  cannot  do  a  very  effective 

3  See  H.  K.  Nixon,  Principles  of  Selling,  McGraw-Hill,  New  York,  1942,  p. 
225.  "The  simple  rule  to  remember  is  that  no  matter  what  the  real  reason  for 
buying  a  product,  it  is  well  to  supply  the  customer  with  a  socially  acceptable 
reason  as  well.  Thus,  the  chewing  gum  manufacturers  talk  about  flavor— but 
they  also  speak  of  whitened  teeth  and  improved  digestion." 
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purchasing  job.  Furthermore,  the  influence  of  emotions  in  daily 
living  is  so  strong,  and  most  people  are  so  used  to  accepting  this 
influence  that  they  tend  to  respond  principally  to  emotional 
motivations.  A  strong  emotion  will  delude  the  buyer  into  believ- 
ing that  he  is  logically  considering  the  value  of  the  product  and 
its  use  to  him.  Until  consumers  can  be  trained  in  proper  pur- 
chasing techniques,  emotion  buying  will  continue  to  be  of  ex- 
treme importance. 

Many  schools  and  colleges  with  sales  training  curricula  have 
added  a  course  in  Business  or  Applied  Psychology  to  their  pro- 
gram of  study.  Such  courses  are  designed  to  acquaint  prospective 
sellers  with  the  importance  of  the  psychological  approach  to 
selling. 

PUBLIC  REACTION  TOWARD  SELLING 

It  is  unfortunate  that  the  general  public  is  still  prone  to  con- 
sider the  salesman  as  either  a  peddler  or  the  back-slapping  brow- 
beating type  of  several  years  ago.  The  peddler  was  in  evidence 
many  years  back  when  the  nation's  production  was  small.  As  his 
name  implies,  he  sold  small  units  of  a  wide  variety  of  merchandise. 
He  generally  had  no  established  place  of  business  but  constantly 
traveled  over  regular  or  irregular  routes.  In  most  cases  he  was  not 
a  member  of  any  organized  community.  During  the  westward  ex- 
pansion of  the  nation,  he  was  the  chief  source  of  news  and, 
principally  for  this  reason,  he  was  a  welcome  visitor  in  many 
areas. 

The  forceful,  energetic,  browbeating  type  of  salesman  (the 
true  extrovert)  came  into  being  with  the  development  of  our 
highly-organized  industrial  system.  This  was  a  time  when  demand 
for  innovations  or  new  products  generally  outstripped  supply. 
As  a  result,  the  "hail-fellow-well-met"  philosophy  was  born. 
When  production  hit  a  high  plane  and  demand  was  somewhat 
satisfied,  customers  had  to  be  forced  to  accept  many  items  which 
they  already  had  in  sufficient  supply  or  else  did  not  desire.  This 
"forcing"  technique  was  indeed  unpopular,  and  public  opinion 
became  alienated  from  the  salesman  and  his  profession.  This  was 
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unfortunate,  for  it  had  many  repercussions  during  the  first  three 
decades  of  the  present  century. 

The  basic  effect,  of  course,  was  a  decided  distrust  of  any  per- 
son with  the  title  of  "salesman."  Any  individual,  male  or  female, 
who  professed  to  sell  merchandise  appeared  to  be  considered 
guilty  of  unethical  practices  in  the  mind  of  the  general  public. 
Again  the  errors  of  a  few  were  blamed  upon  the  many.  Further- 
more, many  of  those  who  had  natural  aptitude  for  selling  re- 
mained clear  of  the  field,  for  they  did  not  desire  the  stigma  that 
invariably  seemed  to  be  attached  to  it.  There  are  many  instances 
of  men  who  desired  to  sell,  yet  did  not  want  to  take  upon  them- 
selves the  disfavor  that  had  been  placed  upon  other  sales  people. 
This  situation,  if  allowed  to  continue,  would  have  maintained  the 
gradual  decline  of  sales  techniques. 

Public  opinion,  however,  is  a  powerful  weapon.  As  a  result 
of  the  concerted  effort  of  many  individuals  and  organizations, 
accepted  standards  were  developed  gradually.  The  more  inter- 
ested salesmen,  business  groups,  service  clubs,  and  chambers  of 
commerce  worked  out  plans  for  educating  and  training  both  sales 
personnel  and  the  public.  High  schools  and  colleges,  recognizing 
the  merits  of  the  movement,  set  up  a  series  of  curricula  to  provide 
new  blood  in  sales  work.  These  plans  have  paid  big  dividends, 
and  many  successful  selling  methods  acceptable  to  both  salesmen 
and  to  the  consumers  have  been  developed.  The  problem  is  not 
completely  solved,  but  there  has  been  a  decided  improvement. 

SELLING  FUNCTIONS  AND  RESPONSIBILITY  TO  THE  PUBLIC 

The  old  function  of  order-taking  is  still  as  important  as  ever 
in  the  field  of  selling.  There  is  no  doubt  that  the  ultimate  goal  of 
sales  activity  is  to  "move  the  merchandise."  However,  with  the 
new  approach  to  selling,  many  new  functions  and  responsibilities 
have  appeared.  To  show  all  the  tasks  performed  by  salesmen 
would  require  a  volume  in  itself.  It  will  suffice  to  mention  several 
of  the  more  important  new  functions  assumed  by  typical  sales- 
men. 

The  typical  salesman  of  most  products  not  of  a  permanent 
nature  desires  to  build  "repeat"  business  for  himself  or  his  firm. 
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The  automobile  salesman,  who  knows  his  product  will  last  for 
several  years,  anticipates  a  return  order  when  the  customer  once 
more  desires  a  new  model.  In  order  to  keep  the  customer's  good- 
will (and  to  pay  overhead  on  sales  space),  elaborate  service  plans 
are  provided.  The  sellers  of  aluminum  screen  and  storm  window 
combinations  provide  "service  guarantees"  for  the  glass  or  wire 
mesh  used  in  their  products.  The  service  guarantees  for  refrigera- 
tors, vacuum  cleaners,  and  other  appliances  are  similar  attempts 
to  supplement  selling  with  service.  And,  in  many  cases,  the  sales- 
man is  the  service  representative  for  the  producer. 

Most  salesmen  today  recognize  the  fact  that  their  position  has 
educational  responsibilities.  Not  only  must  they  educate  pros- 
pects about  the  name  of  their  product  and  how  it  will  best  serve 
them,  but  also  they  must  furnish  operating  instructions  in  many 
cases.  A  salesman  for  a  large  and  important  oil  heating  concern 
has  to  teach  buyers  how  to  operate  all  the  equipment  when  the 
first  frost  hits  the  air.  This  information  is  given  in  addition  to 
the  pamphlets  distributed  by  the  manufacturer.  Also,  an  enter- 
prising automobile  dealer  offered  driving  lessons  to  purchasers 
of  either  new  or  used  cars,  if  they  had  not  driven  before.  A  large 
public  utility,  selling  electric  service,  utilized  its  personnel  to 
show  effective  ways  of  consuming  electricity  in  homes  it  services. 
And  so  the  story  goes.  Education  of  the  consumer  is  a  vital  part 
of  sales  practice. 

Furthermore,  many  salesmen  are  called  upon  for  advice  con- 
cerning products  related  to  those  they  sell.  If  a  salesman  has 
proven  his  trustworthiness  to  a  customer,  then  that  customer  may 
try  to  use  him  to  detect  the  truth  or  falsity  of  other,  dubious  sales 
stories.  This  last  is  not  too  desirable  a  function,  but  it  is  growing 
in  importance  and  must  be  faced  by  the  members  of  the  sales 
profession. 

Although  these  are  not  all  of  the  extra  functions  of  selling,  they 
show  the  diverse  nature  of  the  salesman's  responsibilities. 

UNFAIR  SALES  PRACTICE 

Unfair  sales  practice  normally  means  that  a  member  of  the 
sales  fraternity  is  using  some  method  not  considered  proper  ac- 
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cording  to  established  social  standards.  It  generally  signifies 
that  the  salesman's  chief  attention  is  directed  primarily  toward 
the  movement  of  merchandise  and  the  acquisition  of  profit  rather 
than  the  creation  of  ultimate  gain  to  the  consumer.  No  permanent 
satisfaction  can  be  gained  by  fraudulent  or  unethical  selling  tech- 
niques either  for  the  salesman  or  the  consumer.  The  degree  of 
ethics  found  in  the  average  salesman  is  dependent  upon  several 
major  factors: 

1.  Attitude  of  the  salesman,  meaning  the  prime  reason  why  he 
entered  this  field  of  economic  activity.  If  it  be  purely  for  profit, 
then  he  may  easily  fall  prey  to  methods  not  suited  to  the  im- 
provement of  sales  ethics. 

2.  Company  represented,  for  the  policies  and  objectives  given 
the  salesman  by  his  company  tend  to  direct  the  nature  of  his 
selling  efforts. 

3.  Training  received,  as  the  more  training  the  salesman  has, 
the  more  he  will  want  to  improve  techniques  in  use.  This  is  true 
whether  the  training  be  acquired  through  academic  institutions 
or  company  courses. 

4.  Environmental  background,  for  the  sum  total  of  contacts 
made  by  a  salesman  with  society  will  undoubtedly  reflect  upon 
his  further  contacts.  It  is  impossible  to  treat  the  question  of  sales 
ethics  if  this  factor  is  forgotten. 

5.  Inherent  ability,  as  the  more  ability  an  individual  has  in 
the  selling  field  the  more  reliance  can  be  placed  upon  his  own 
efforts  and  the  less  upon  fraudulent  schemes.  And  so,  since  sales- 
manship is  largely  an  individualistic  type  of  activity,  the  control 
of  ethics  must  stem  largely  from  the  improvement  of  personal 
practice  or  the  regulation  of  specific  abuses. 

In  this  light,  the  Federal  Trade  Commission4  has  been  the 
principal  agency  devoted  to  protecting  the  consumer's  interests. 
Through  a  history  of  growing  control  over  fraudulent  practice 
in  the  field  of  product  and  service  distribution,  it  has  emerged  as 

4  For  more  detailed  analysis  of  work  and  functions  of  Federal  Trade  Com- 
mission see  Chapter  3,  p.  50. 
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a  strong  regulatory  force  in  the  public  interest.  It  is  significant 
that,  in  the  course  of  the  FTC's  operations,  it  has  developed  a 
series  of  practices  that  it  considers  unfair  and  unethical.  A  few  of 
these  may  be  listed  here  as  indicative  of  the  Commission's  point 
of  view. 

1 .  Combinations  of  certain  sellers  to  prevent  other  dealers  from 
acquiring  merchandise  for  resale  on  the  same  terms  the  first  group 
receives  are  illegal. 

2.  It  is  unfair  falsely  to  adopt  labels,  catalogues,  trade  names, 
or  any  other  symbols  of  competitors'  merchandise. 

3.  It  is  unfair  to  use  false  or  disparaging  statements  about 
competitors'  products. 

4.  Using  misleading  demonstrations  or  tests  in  order  to  inter- 
fere with  the  proper  selection  of  merchandise  by  consumers  is 
deemed  to  be  an  unfair  practice. 

5.  The  use  of  false  or  misleading  advertising  concerning  the 
material  and  ingredients  of  which  certain  products  are  composed 
is  illegal.  This,  in  general,  is  a  menace  to  public  health  and  morale, 
for  the  purpose  behind  such  methods  is  to  defraud  the  purchaser 
of  the  value  of  the  product. 

6.  A  program  designed  to  merchandise  products  on  the  "lot" 
or  "chance"  technique  is  considered  unfair  trade  practice. 

7.  Methods  tending  to  create  the  idea  in  the  consumer's  mind 
that  he  is  receiving  unusually  favorable  buying  conditions  or 
conditions  superior  to  those  customarily  adopted  by  the  trade 
are  unfair.  Such  practices  generally  include:  limited  time  offers, 
free  goods  and  services,  fictitious  price-cutting,  and  other  such 
fraudulent  policies. 

8.  Any  claim  that  normally  harms  the  prestige  of  a  firm  or 
institution  in  the  buyer's  mind  is  considered  fraudulent  and  un- 
fair, particularly  where  the  product  in  question  is  normally  pur- 
chased from  highly  respected  or  important  business  organizations. 

9.  Developing  business,  not  upon  the  merits  of  the  product, 
but  upon  the  basis  of  fraudulent  services  which  the  seller  has  no 
intention  of  providing  is  unfair.  This  includes  such  practices  as 
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making  false  claims  concerning  the  dealer's  ability  to  distribute 
and  to  provide  installation. 

10.  Selling  a  product  below  cost  in  order  to  remove  competi- 
tion is  illegal. 

1 1 .  Selling  of  a  commodity  with  a  proviso  that  further  products 
must  be  purchased  as  well  is  unethical. 

12.  Shipping  a  product  to  a  consumer  without  his  order  and 
with  the  intent  of  forcing  the  purchase  by  high-pressure  sales 
techniques  is  against  the  public  interest. 

These  are  only  a  few  of  the  unethical  methods  now  used  in 
selling  which  the  FTC  has  specifically  cited  as  unfair. 

Since  unfair  methods  are  almost  as  limitless  as  human  wants,  it 
is  obvious  that  no  broad  classification  of  bad  practices  can  be  made 
all-inclusive.  The  FTC,  since  its  beginning  in  1914,  has  directed 
its  activities  toward  the  protection  of  the  public  welfare.  Not 
only  does  the  FTC  protect  salesmen  and  tradesmen  against  un- 
fair competition,  but  it  has  expanded  its  scope  materially  so  that 
now  consumers  are  receiving  protection  from  unfair  advertising 
claims  and  practices. 

Further  effective  control  against  unfair  selling  practices  has 
come  from  the  Federal  Food  and  Drug  Law,  originally  passed  in 
1906  and  periodically  amended  to  provide  continuous  supervision 
of  the  sale  of  goods,  drugs,  and  cosmetics.  It  is  evident  that  in 
these  three  areas  of  distribution  protection  for  the  consumer  is 
especially  necessary.  Fraud  here  always  contains  the  element  of 
potential  damage  to  the  health  and  well-being  of  the  population. 
Consequently,  the  Food  and  Drug  Division  of  the  United  States 
Department  of  Agriculture  forbids  the  sale  of  drugs  or  cosmet- 
ics with  misleading  labels  or  in  misleading  containers.  A  further 
requirement  is  that  the  contents  must  be  clearly  shown  upon  the 
label  in  terms  of  the  quantity,  manner  of  use,  and  necessary  safety 
precautions,  as  well  as  the  name  of  the  packager  or  distributor. 

Consumers  themselves  realize  that  they  are  at  a  distinct  dis- 
advantage in  their  relations  with  salesmen  and  selling  agencies 
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and  have  taken  steps  to  develop  their  own  protection.  Such  or- 
ganizations as  Consumers  Research,  The  Institute  for  Consumer 
Education,  and  The  Consumer's  Distribution  Club  have  all  had 
much  to  do  with  educating  the  consumer  toward  most  effi- 
cient buying.  As  products  become  more  scarce  and  prices  rise, 
or  both,  there  is  a  considerable  demand  among  consumers  for 
better  buying  techniques.  Consequently,  support  of  and  mem- 
bership in  such  organizations  tends  to  vary  according  to  economic 
conditions  and  business  trends.  The  whole  program  of  consumer 
development  generates  activity  among  all  manner  of  women's 
clubs,  parental  organizations,  Better  Business  Bureaus,  and  the 
like.  Today,  a  large  number  of  such  clubs  are  active  and  available 
for  consumer  use.  With  the  weight  of  such  consumer  organiza- 
tions and  governmental  protective  agencies  directed  upon  the 
sales  profession,  there  is  little  wonder  why  salesmen  as  a  whole 
have  busied  themselves  with  movements  to  raise  ethical  standards. 

First  among  such  programs  is  that  of  the  National  Sales  Execu- 
tives. This  organization,  developed  within  the  last  ten  years,  has 
made  great  strides  in  promoting  the  improvement  of  sales  tech- 
niques and  practices.  Many  large  cities  now  have  local  sales 
executives'  clubs.  These  clubs  operate  rather  similarly  to  the 
ordinary  business  luncheon  club  but  carry  stronger  educational 
emphasis  in  at  least  two  directions. 

Their  principal  objective  is  to  show  clearly  the  scope  and  im- 
portance of  selling  in  our  economy.  In  addition  there  has  been 
a  real  desire  to  indicate  proper  selling  procedures  to  top  level 
sales  personnel.  Then,  through  the  normal  course  of  educating 
sales  staffs  in  individual  firms,  the  ideas  presented  to  the  execu- 
tives will  be  funneled  down  the  line. 

By  educating  their  membership  through  clinics,  sales  rallies, 
and  other  devices  they  develop  conscientious  salesmen  within  the 
community.  Through  the  use  of  contacts  in  high  schools,  the 
clubs  generate  in  the  minds  of  the  younger  generation  a  realiza- 
tion of  the  responsibilities  inherent  in  the  field  of  selling.  They 
anticipate  that,  through  this  last  method,  salesmanship  may  be- 
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come  a  more  highly  esteemed  profession  in  the  years  to  come. 
One  cannot  speak  too  highly  of  the  plans  and  programs  developed 
by  the  National  Sales  Executives  in  their  local  chapters. 

More  programs  for  the  improvement  of  merchandising  and 
the  establishment  of  good  standards  of  products  normally  sold 
to  the  consuming  public  have  been  carried  out  by  business  and 
trade  associations,  as  well  as  large  retailers.  A  good  example  of 
this  is  the  R.  H.  Macy  Company  of  New  York  which  established 
its  own  bureau  of  standards  in  1927  to  test  and  evaluate  the  mer- 
chandise sold.  The  result  has  been  favorable  public  acceptance 
of  Macy's  advertising  claims.  A  year  later,  the  National  Retail 
Dry  Goods  Association  established  their  fabric  testing  bureau 
with  the  further  advantage  that  the  information  obtained  would 
be  made  available  to  interested  consumers.  These  are  only  a 
few  of  the  methods  employed  to  improve  the  quality  of  mer- 
chandise and  to  diminish  the  quantity  of  misleading,  fraudulent 
claims  made  by  producers.  Moreover,  the  trend  is  rapidly  in- 
creasing. In  the  years  to  come  it  is  evident  that  many  improve- 
ments will  be  found  in  the  selling  profession  as  well  as  in  the  field 
of  consumer  buying. 

To  summarize,  it  is  clear  that  the  field  of  selling  has  offered 
in  the  past  great  opportunities  for  sales  of  a  fraudulent  nature. 
However,  as  selling  has  become  more  thoroughly  established  as 
an  institution,  and,  with  the  demand  for  repeat  business  as  a 
means  of  continuous  employment,  it  becomes  necessary  to  do 
away  with  any  unethical  practices  and  to  place  selling  upon  a 
high  moral  plane.  There  is  still  much  to  be  done  in  this  field,  but, 
since  the  interest  of  the  public  as  a  whole  has  been  aroused,  we 
may  expect  continued  improvement  at  an  ever-increasing  tempo. 
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THE  RISE  OF  CHAIN  STORES 

One  of  the  truly  great  developments  in  American  business  has 
been  the  phenomenal  growth  of  the  chain  store  system. 

While  the  actual  beginning  of  chain  stores  is  lost  in  antiquity, 
it  is  known  that  On  Lo  Kasa,  a  Chinese  businessman,  owned  many 
units  in  China  as  early  as  200  b.c.  There  are  records  of  chain  re- 
tail stores  in  Greek  and  Roman  cities.  A  poster  found  among  the 
ruins  of  Pompeii,  which  was  destroyed  in  79  a.d.,  indicated  the 
existence  of  a  chain  of  nine  hundred  retail  stores. 

During  the  fifteenth,  sixteenth,  and  seventeenth  centuries,  the 
Fugger  family  of  Augsburg,  Germany,  operated  an  enterprise 
which  resembled  a  modern  chain  store  system.  As  early  as  1643, 
the  Mitsui  family  of  Japan  began  a  chain  of  apothecary  shops, 
which  is  still  in  existence,  and  is  one  of  the  important  businesses 
of  Japan  today.  The  Medicis  of  fourteenth-  and  fifteenth-century 
Florence,  although  primarily  bankers,  were  also  merchants  with 
many  affiliated  branches.  /" 
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EARLY  CHAINS  IN  AMERICA 

In  the  Americas,  the  beginning  of  chain  stores  dates  back  even 
before  the  Revolutionary  War  to  the  Hudson's  Bay  Company, 
which  was  chartered  by  the  British  Crown  in  1670  and  established 
trading  posts  in  Canada  before  1750.  It  is  still  in  existence,  op- 
erating ten  modern  department  stores  and  250  trading  posts  in 
Canada,  and  navigating  over  fifty  vessels  in  Canadian  waters. 

In  South  America,  a  Scotsman  named  Clarke,  who  emigrated 
to  Brazil,  opened  a  shoe  store  there,  to  which  he  added  units, 
forming  the  Companhia  Calcado  Clarke,  which  now  operates 
thirty  stores  in  Brazil. 

EARLY  CHAINS  IN  THE  UNITED  STATES 

It  is  known  that  modest  chains  of  retail  stores  existed  in  the 
United  States  even  before  1850,  among  them  a  ten-store  system 
operated  by  the  Worthington  Manufacturing  Company  of  Ohio, 
a  three-store  chain  operated  in  Tennessee  by  Andrew  Jackson, 
and  a  several-store  enterprise  operated  by  Ninian  Edwards,  the 
first  governor  of  Illinois. 

Authorities  generally  agree,  however,  that  the  oldest  durable 
chain  store  company  in  the  United  States  is  the  Great  Atlantic 
and  Pacific  Tea  Company,  launched  on  Vesey  Street  in  New 
York  City  in  1 859,  by  George  Huntington  Hartford.  Its  first  tiny 
retail  tea  store  eventually  grew  unit  by  unit  into  the  Great  Ameri- 
can Tea  Company,  parent  of  the  A  &  P,  which  was  incorporated 
in  New  York  in  1901.  The  present  company  was  incorporated 
in  Maryland  in  1925,  and  acquired  the  assets  of  the  New  York 
A  &  P  Corporation.  By  1929,  it  operated  over  fifteen  thousand 
stores  doing  over  a  billion  dollars  in  annual  sales.  As  a  result 
of  relocation  of  units,  of  replacing  small  units  with  supermarkets, 
and  so  forth,  the  A  &  P  by  1945  had  reduced  its  network  to  about 
5,818  stores.  Nevertheless,  in  1944  it  had  a  sales  volume  of  over 
$1.3  billion.  In  1949,  its  sales  had  grown  to  nearly  $3  billion. 

On  the  heels  of  an  unsuccessful  first  try  in  Utica,  New  York, 
early  in   1879,  Frank  Winfield  Woolworth,  a  former  $8.50  a 
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week  Watertown,  New  York,  general  store  clerk,  launched  a 
five-cent  store  in  June  of  the  same  year  in  Lancaster,  Pennsyl- 
vania. It  was  a  success  from  the  start.  He  added  a  ten-cent  line 
in  1880,  and  the  store  became  the  first  durable  five-and-ten  in 
the  United  States.  More  and  more  Woolworth  stores  followed 
as  consumers— in  that  day  of  high  prices,  of  generally  concealed 
merchandise,  and  of  bargaining  between  customer  and  clerk- 
liked  his  policy  of  consumer-acceptance  of  merchandise  and  the 
values  that  his  stores  offered  at  fixed  nickel  and  dime  prices  in 
open  display,  and  patronized  them  in  growing  numbers.  The 
growth  and  development  of  the  F.  W.  Woolworth  Company 
is  a  thrilling  story  of  consumer  service  spanning  nearly  seventy- 
two  years,  and  is  still  going  on.  In  1950,  its  sales  totaled  over 
$632  million  from  its  1,936  stores  in  the  United  States,  Canada, 
and  Cuba. 

Twenty-three  other  major  chains  were  established  between 
1872  and  1902. 

PERIOD  OF  RAPID  GROWTH  OF  CHAIN  STORES 

Thus,  at  the  turn  of  the  century,  the  chain  store  method  of 
distribution  had  become  a  reality,  with  appreciable  development 
among  some  grocery  chains  and  five-and-ten  syndicates,  and  well 
established  in  drugs,  shoes,  and  restaurants.  The  chain  store's 
great  development  period,  however,  still  lay  ahead. 

During  the  span  from  the  turn  of  the  century  to  the  outbreak 
of  World  War  I— the  period  when  mass  production  emerged 
from  the  experimental  stage  to  a  place  of  growing  significance 
in  American  marketing— the  chain,  largely  employing  the  meth- 
ods of  mass  distribution,  sales  for  cash,  and  purchases  direct  from 
the  source  continued  to  grow  and  develop. 

Beginning  as  individual  stores,  many  of  today's  large  chains 
first  gained  multi-unit  status  during  this  period.  By  World  War 
I's  starting  year,  1914,  there  were  at  least  five  hundred  chain  store 
concerns  operating  at  least  eight  thousand  units.  By  1920,  approxi- 
mately twenty-seven  thousand  chain  store  units  dotted  the 
country. 

The  end  of  that  war  found  the  United  States  with  a  perfected 
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production  system  able  to  turn  out  products  on  an  unprecedented 
scale— products  for  which  the  pent  up  demands  of  consumers 
fairly  shouted.  It  lacked  an  adequate  system  of  distribution,  how- 
ever, geared  to  balance  the  producer's  supply  and  the  consumer's 
demand.  In  these  circumstances,  chain  stores,  unmistakably  gain- 
ing momentum  since  the  century's  start,  received  their  great  op- 
portunity to  serve. 

During  the  next  decade,  coincident  with  swelling  population, 
the  chain  store  achieved  its  greatest  numerical  growth.  These  ten 
years  saw  many  national  chains  become  larger;  many  sectional 
chains  became  national;  many  local  chains  became  sectional;  many 
progressive,  individually  owned  establishments  became  chain 
store  concerns;  many  others  were  stimulated  to  self -improvement 
to  meet  the  consumer  demands  of  the  new  era  in  American  retail 
distribution. 

By  the  end  of  the  Twenties,  the  chain  store  had  truly  come  of 
age.  The  Census  of  Distribution  disclosed  that  some  seven  thou- 
sand chain  store  companies  operated  over  one  hundred  and  fifty 
thousand  units  in  1929.  Despite  their  vast  expansion,  however, 
chain  stores  did  only  20  per  cent  of  the  nation's  retail  business  that 
year.  Individual  retailers  still  outnumbered  them  by  more  than 
nine  to  one. 

One  of  the  great  chains  to  develop  during  this  period  was  Sears, 
Roebuck  and  Company,  which  had  started  in  the  mail-order  busi- 
ness in  1886.  To  supplement  its  mail-order  operations,  the  com- 
pany opened  its  first  retail  store  in  1925.  In  two  decades,  Sears' 
retail-store  division  grew  from  a  single  unit  in  February,  1925,  to 
a  retail-store  system  of  606  units  located  in  45  states,  the  District 
of  Columbia,  Cuba,  Alaska,  and  Hawaii  by  the  end  of  1 944.  For 
the  twelve  months  ending  January  31,  1950,  the  total  sales  of  this 
company  were  nearly  $2.3  billion. 

Montgomery  Ward  and  Company,  America's  oldest  mail-order 
house,  dating  back  to  1872,  launched  its  retail-store  division  in 
1926.  By  1949,  it  had  grown  to  621  units,  and  for  the  twelve 
months  ending  January  31,  1950,  its  total  sales  from  stores  and 
mail-order  business  were  nearly  $1.1  billion. 

Economic  history  is  simply  a  record  of  new  improved  systems 
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displacing  old,  outmoded  ones.  Abundant  evidence  can  be  pro- 
duced to  prove  this  point.  Thus,  for  example,  did  retailing  de- 
velop from  trading  post  to  general  merchandise  store  to  pica- 
resque peddler  to  specialty  store  to  mail  order  house  to  chain 
store  to  complete  department  store  to  supermarket. 

The  advent  of  the  chain  store  did  not  displace  the  old  system, 
but  rather  gave  it  new  life  and  served  as  an  impetus  to  advance- 
ment. Chain  stores  were  the  outgrowth  of  economic  progress, 
destined  to  speed  up  a  lagging  distributive  system  and  thereby 
greatly  benefit  the  consuming  public. 

Chain  stores  have  gained  their  present  position  in  our  economic 
life  principally  because  there  was  an  instant  demand  for  such 
outlets  in  the  nation's  distributive  system,  and  because  the  chain 
stores  strove  with  vigor  to  fill  the  need  efficiently  and  honestly. 

Ethical  problems  arise  wherever  there  are  human  contacts. 
There  are  four  chief  areas  in  which  chain  stores  display  their 
ethics  or  morality,  or  lack  of  them.  First,  there  are  the  suppliers 
from  whom  the  chains  make  purchases;  second,  other  competing 
retailers;  third,  the  store's  own  employees;  and  fourth,  the  cus- 
tomers. 

THE  CHAIN  STORE  AND  THE  SUPPLIER 

The  relationship  between  the  retailer  and  the  supplier  is  one 
of  buyer  and  seller,  and  is  covered  pretty  generally  by  the  law  of 
contracts.  In  every  state  there  are  laws  prescribing  terms  of  con- 
tracts of  purchase,  and  penalties  for  the  breach  of  them.  There 
are  provisions  against  fraud  and  misrepresentation,  coercion,  and 
oppression.  There  are  laws  that  prevent  combinations  in  unrea- 
sonable restraint  of  trade.  There  are  provisions  for  uniform 
weights  and  measures,  standards  of  quality,  and  performance. 
Theft,  misappropriation  of  property,  and  trespass  are  forbidden. 
There  are  remedies  for  property  damage. 

So  long,  however,  as  the  chain  stores  or  any  other  business  are 
manned  and  operated  by  humans,  since  it  is  human  to  err,  there 
will  be  some  instances  of  ethical  breach,  regardless  of  the  gener- 
ally high  ethical  standard  of  the  field  as  a  whole. 

For  many  years,  manufacturers  and  wholesalers  have  com- 
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plained  that  retailers  have  been  guilty  of  inexcusable  order  can- 
cellations, unjustifiable  return  of  goods,  abuses  of  cash  discount 
terms,  and  unjust  claims  for  damages.  There  has  been  consider- 
able agitation  over  the  use  of  nationally  advertised,  branded,  and 
well-known  goods  as  bait  at  cut  prices  to  attract  trade  to  retail 
stores. 

Retailers,  on  the  other  hand,  bitterly  complain  that  manufac- 
turers and  wholesalers  are  guilty  of  many  breaches  of  ethics.  It 
is  impossible  to  legislate  against  some  of  these  abuses,  but  they  do 
violate  the  accepted  rules  of  conduct,  and  reputable  firms  no 
longer  practice  them.  There  are  persons,  including  businessmen, 
who  have  little  fear  of  the  laws  of  God  or  man,  but  who  respect 
the  opinions  of  their  fellows,  want  the  social  approval  of  their 
group,  and  who  cringe  and  break  in  the  face  of  criticism  and  dis- 
honor. This  is  true  among  chain  store  operators.  They  take  a 
great  pride  in  their  reputation,  and  know  that  honest  dealing  in 
every  phase  of  business  is  good  business.  This  desire  for  approval 
has  had  a  tremendous  influence  in  the  great  improvement  in 
ethics  which  distinguished  retailing  during  this  century.  Laws 
may  be  helpful,  particularly  to  check  the  criminal  and  unsocial 
individuals,  but  an  enlightened  leadership,  a  real  desire  on  the 
part  of  its  members  for  active,  frank  group  expression  concerning 
cleaner  and  better  business,  will  do  more  to  raise  ethical  standards 
than  any  other  single  factor. 

Chain  stores,  as  well  as  other  businesses,  if  they  are  to  go  for- 
ward, must  maintain  a  sound  ethical  basis.  Without  ethical  stand- 
ards, there  would  be  no  credit,  no  contracts  worth  the  paper  they 
are  written  on,  no  faith  in  advertising,  and  no  business  in  the 
modern  sense. 

Chain  stores  demonstrated  fully  during  the  period  of  their  de- 
velopment that  they  were  founded  upon  sound  principles.  They 
purchased  directly  from  manufacturers,  which  made  it  possible 
to  eliminate  in  some  part  the  profits  formerly  required  by  whole- 
salers and  other  middlemen. 

Quantity  purchases  made  by  chains  result  in  savings  to  the  pro- 
ducers in  selling,  warehousing,  transportation,  accounting,  credit, 
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and  other  expenses.  Such  savings  were  passed  along  to  the  chains, 
who,  in  turn,  passed  them  along  to  their  customers. 

Chain  stores  have  consistently  tried  to  bring  better  merchandise 
to  their  customers  through  encouraging  manufacturers  to  im- 
prove their  products  and  through  capitalizing  on  the  results  of  re- 
search and  new  manufacturing  processes. 

Chain  stores  always  had  a  policy  of  off-season  buying,  thereby 
aiding  manufacturers  to  keep  their  factories  running  profitably 
all  year  round,  which  not  only  benefited  them,  but  benefited 
their  employees,  suppliers,  and  other  associates  to  an  even  greater 
degree. 

Chain  stores  have  consistently  cooperated  with  the  agricultural 
producer,  and,  in  periods  of  surplus  or  disaster,  earned  recogni- 
tion for  effective  marketing  assistance.  In  1941,  for  instance,  cot- 
ton leaders  described  the  cotton  campaign,  in  which  chain  store 
companies  of  all  types  participated  as  "an  epic  of  American  mer- 
chandising." 

Similar  sales  campaigns  were  successfully  carried  out  for  sev- 
eral other  agricultural  commodities  such  as  milk,  citrus  fruits, 
potatoes,  apples,  turkeys,  and  others. 


COMPETITION  AMONG  CHAIN  STORES 


Some  pessimists  claim  that  all  talk  about  ethics  in  business  is 
useless,  because  businessmen  "just  can't  be  honest":  the  competi- 
tive system  under  which  we  operate  makes  fair  dealing  impossible. 
They  say  that  we  might  as  well  talk  about  fair  kidnaping  or 
murdering,  that  business  is  a  game  in  which  the  participant  tries 
to  annihilate  or  drive  out  his  competitor,  squeeze  the  last  dollar 
out  of  his  customer,  and  do  all  his  own  buying  below  wholesale. 

This  is  neither  true  nor  need  such  situations  exist.  It  is  possible 
for  a  competitive  system  to  be  moral  and  for  business  practices  to 
be  honest.  Most  businessmen  are  strictly  honest.  Most  of  them 
today  believe  in  a  "live  and  let  live"  philosophy. 

The  broad  moral  perspective  of  the  country's  most  representa- 
tive chain  store  companies  is  demonstrated,  not  only  by  the  com- 
pany principles,  written  or  unwritten,  to  which  they  adhere,  but 
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even  more  forcefully  by  their  longevity,  stature,  and  prestige. 

Destructive  and  unethical  competition  among  chain  stores,  or, 
for  that  matter,  any  other  branch  of  industry  or  commerce,  as- 
sociation, club,  or,  in  fact,  any  other  group  of  human  beings,  usu- 
ally results  from  too  strong  a  desire  to  get  ahead  at  others'  ex- 
pense. Some  of  the  common  practices  that  develop  under  such 
circumstances  include  efforts  to  undermine  competitors  or  dis- 
credit them  to  their  customers  by  spreading  false  statements  or 
rumors;  misrepresenting  their  products  or  services;  fixing  prices 
on  leading  items  of  competitive  lines  so  as  to  injure  "competitor's 
markets  and  sales,"  by  attempting  to  prevent  them  from  securing 
regular  supplies  of  merchandise  from  their  usual  sources;  hiring 
their  key  employees  away  from  them  with  a  view  to  injuring 
their  business;  bidding  for  the  services  of  those  already  in  employ- 
ment in  order  to  raise  labor  costs,  and  so  on. 

Despite  the  keen,  day-by-day  competitive  struggle  among 
them— a  struggle  which  is  the  very  basis  of  our  free  enterprise 
system— very  cordial  relations  exist  today  among  representative 
chain-store  companies,  particularly  among  members  of  the  same 
branch  of  the  chain-store  field.  Their  spirit  of  mutual  cooperation 
in  matters  of  common  interest,  especially  well-developed  over  the 
past  two  decades,  perhaps  has  no  equal  in  serving  the  public 
interest. 

THE  CHAIN  STORE  AND  ITS  EMPLOYEES 

Chain  store  employee  relations  have  improved  steadily  since 
the  early  1920's.  Personnel  management  has  come  to  have  as  im- 
portant a  part  in  operations  as  is  given  to  merchandising,  buying, 
accounting,  or  publicity.  New  employees  are  given  a  considerable 
amount  of  training  to  fit  them  for  specific  positions.  Such  pro- 
grams are  carefully  worked  out  and  are  headed  by  persons  whose 
own  training  and  experience  fits  them  to  be  teachers  as  well  as 
supervisors. 

Wages  are  geared  to  competence.  Merit  systems,  now  in  effect 
in  most  chains,  assure  the  loyal  and  efficient  employee  of  recogni- 
tion and  advancement.  The  employee's  progress  is  watched  and 
periodically  measured  and  rewarded. 
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One  of  the  greatest  changes  in  chain-store  personnel  rleations 
over  the  recent  years  has  been  the  decrease  in  the  number  of  hours 
of  work  and  in  better  conditions  for  the  worker.  This  is  true  of 
other  industries  also,  but  retailing  was  slower  to  accede  to  the 
demands  of  the  times.  Today,  the  hours  in  retailing  generally  are 
as  low  as  is  commensurate  with  providing  efficient  service  to  the 
customer. 

Chain-store  employment  is  one  of  the  steadiest.  Chain  stores 
survive  periodic  slumps  better  than  most  other  businesses,  and 
from  one  year  to  another  there  is  little  difference  in  the  total 
number  of  employees  in  the  average  store. 

Chain-store  employees  have  the  opportunity  to  voice  any 
grievance,  no  matter  how  small  it  may  be.  They  can  expect  to 
receive  fair,  humane  treatment  from  all  supervisors,  as  well  as 
adequate  supervision  to  ensure  faithful,  honest  performance  of 
reasonable  tasks. 

In  addition,  many  so-called  fringe  benefits  have  been  estab- 
lished, such  as  hosptialization,  group  insurance,  accident  and 
health  insurance,  retirement  plans,  liberal  vacation  policies,  length 
of  service  bonus  for  trainees,  on-the-job  training  plans,  suggestive 
plans  for  company  development,  improved  training  techniques, 
promotion  from  within  the  ranks,  and  recognition  of  long  service. 

Concerning  this  important  feature  of  employee  relations, 
Forbes  Magazine,  in  its  January  1,  1951,  issue,  had  this  to  say 
about  Sears,  Roebuck  and  Company: 

.  .  .  Testing  and  placement  of  workers  are  good  in  the  first 
place;  handbooks  and  literature  are  marvelous,  giving  it  ex- 
cellent communications  from  top  to  bottom.  This  is  sup- 
plemented by  extensive  traveling  and  employee  contact  ac- 
tivity on  the  part  of  top  executives.  The  egg  in  Sears'  labor 
relations  beer  is  its  profit  sharing  plan.  For  a  scattered  opera- 
tion, Sears'  handling  of  its  workforce  rates  a  double  sale. 

THE  CHAIN  STORE  AND  ITS  CUSTOMERS 

Some  isolated  examples  of  unethical  practices  do  exist  in  chain 
store  selling,  but,  in  general,  all  phases  of  selling  are  today  on  a 
very  high  plane.  As  a  matter  of  fact,  the  need  to  speed  up  modern 
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store  operation  has  eliminated  as  much  selling  as  possible.  In 
large,  self-service  food  chains,  selling  has  been  reduced  to  a 
minimum. 

In  some  types  of  chains,  selling  is  still  very  important,  and  each 
salesperson  is  given  careful  training.  The  statements  he  or  she 
makes  about  merchandise  are  official  and  true.  There  is  little  high- 
pressure  selling  in  chain  stores.  Nearly  all  chains  and  all  retailers 
have  a  policy  that  the  customer  is  always  right.  She  buys  under 
an  implied  warranty,  and  she  can  return  the  merchandise  if  she  is 
not  completely  satisfied. 

Chain  stores  have  contributed  far-reaching  benefits  to  the  shop- 
pers of  the  nation  by  their  development  of: 

Dependable  quality  in  merchandise 

Clean  and  sanitary  stores 

Lower  retail  prices 

Courteous  and  efficient  service 

Steady  work  and  adequate  remuneration  for  employees 

Creation  and  broadening  of  the  nation's  markets 

Improved  real  estate  values 

Improved  standards  of  living  for  the  American  people 

Cooperation  with  producers  in  moving  surplus  merchandise 

Because  chain  stores  have  passed  along  to  their  customers  the 
savings  from  large  purchases,  elimination  of  credit  and  delivery 
expense,  and  efficient  and  economical  operation,  American  con- 
sumers have  given  the  chain  stores  continued  patronage. 

In  the  relation  of  chain  stores  towards  customers,  the  following 
points  are  today  generally  insisted  upon  for  the  most  part  by  all 
chain  stores: 

1.  Superlatives  that  tend  to  destroy  faith  in  advertising  and 
other  sales  statements  are  eliminated. 

2.  Misleading  phrases  and  statements  are  avoided. 

3.  Comparisons  and  special  prices  are  stated  clearly  to  avoid 
possible  misunderstanding. 

4.  The  use  of  inaccurate  illustrations  is  avoided. 
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5.  Confusing  layouts  that  lead  to  misunderstanding  are 
avoided. 

6.  Contents,  ingredients,  workmanship,  and  designs  of  articles 
are  stated  accurately  and  with  no  intent  to  mislead  the  customer. 

7.  Only  goods  that  are  of  honest  construction  and  will  prove 
safe  and  dependable  in  use  are  handled. 

8.  Promises  are  scrupulously  kept. 

TRADE  ASSOCIATION  AID  IN  DEVELOPING  CHAIN  STORE  ETHICS 

When  the  NRA  was  declared  unconstitutional  in  May,  1935, 
in  the  celebrated  case  of  Schechter  v.  United  States,  the  Codes  of 
Fair  Competition  no  longer  applied  to  business.  Many  businesses, 
however,  voluntarily  followed  the  provisions  in  their  codes.  By 
then,  businessmen  knew  better  than  ever  that  there  was  a  differ- 
ence between  law  and  ethics;  law  told  one  what  he  should  not  do, 
whereas  ethics  told  one  what  he  should  do. 

Trade  associations  received  a  great  stimulus  from  the  NRA 
and  have  since  continued  to  exert  a  strong  influence  over  trade 
practices.  These  associations  are  actually  groups  of  business  men 
who  have  joined  together  in  the  old  guild  spirit  to  cooperate  in 
running  their  businesses  more  efficiently,  to  guard  and  improve 
their  relations  with  the  public,  and  to  find  ways  and  means  for 
improving  employee  relations.  Many  such  organizations  devel- 
oped codes  of  their  own,  and  many  others  observed  unwritten 
rules  of  good  business  conduct. 

In  the  old  days,  the  guild  spirit  was  important,  and  an  indi- 
vidual did  not  wish  to  be  at  odds  with  his  guild.  In  much  the 
same  manner,  today,  a  business  wishes  to  conform  to  the  rules  of 
conduct  approved  by  its  trade  association.  This  is  evidence  of  a 
greatly  improved  attitude  towards  ethics  on  the  part  of  business 
men.  When  we  see  international  gangsterism  and  nations  bled  by 
ambition-crazed  madmen,  we  appreciate  more  fully  the  high 
ethical  standards  that  have  been  developed  by  business  men, 
helped  by  their  trade  associations. 
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THE  LIMITED  PRICE  VARIETY  STORES  ASSOCIATION,  INC. 

The  Limited  Price  Variety  Stores  Association,  Inc.  was 
founded  by  the  Variety  Chain  Stores  in  Washington,  D.  C,  on 
July  24,  1933,  and  was  incorporated  on  August  17,  1933. 

Its  purposes  are  clearly  expressed  in  its  Certificate  of  Incor- 
poration, as  follows: 

To  promote  the  progress  and  development  of  the  business 
of  Limited  Price  Variety  Stores. 

To  promote  the  general  use  within  the  industry  of  sound 
accounting  methods. 

To  promote  a  high  standard  of  business  ethics  in  the  in- 
dustry; voluntarily  to  end  in  the  prevention  of  unfair  com- 
petition and  the  elimination  of  trade  abuses  in  all  branches  of 
the  industry,  and  otherwise  aid  in  establishing  healthful  con- 
ditions of  efficient  distribution  therein. 

To  improve  the  relations  between  labor  and  its  employ- 
ers in  the  industry. 

To  promote  uniformity  and  certainty  in  the  customs  and 
practices  of  the  industry. 

To  disseminate  information  with  respect  to  laws,  rules, 
and  regulations  pertaining  to  or  which  might  affect  the  in- 
dustry or  any  of  its  branches. 

To  hold  meetings  to  discuss  and  take  action  on  the  prob- 
lems of  the  industry. 

To  conduct  the  corporation's  operations  in  all  or  any  of 
its  branches  so  far  as  permitted  by  law  in  the  States,  Terri- 
tories, and  Colonies  of  the  United  States,  and  Insular  Pos- 
sessions, and  the  District  of  Columbia,  and  any  foreign 
countries;  to  maintain  offices  and  agencies  either  within  or 
without  the  State  of  New  York;  and  as  may  be  requisite  in 
the  convenient  conduct  of  the  operations,  to  purchase  or 
otherwise  acquire,  hold,  own,  lease,  possess,  improve,  sell, 
convey,  mortgage,  pledge,  or  otherwise  encumber  or  dis- 
pose of  real  and  personal  property  of  every  class  and  de- 
scription and  property  partaking  of  the  nature  of  real  or 
personal  property  and  rights,  estates,  interests,  franchises, 
licenses,  and  privileges  in  such  property,  real,  personal,  or 
mixed,  wheresoever  situated  or  located.  In  general,  the  Cor- 
poration shall  have  and  may  exercise  all  powers  conferred 
upon  it  by  the  laws  of  the  State  of  New  York  now  or  here- 
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after  in  effect.  The  foregoing  clauses  shall  each  be  con- 
structed on  purposes,  objects,  and  powers,  and  the  matters 
expressed  in  each  class  shall  be  regarded  as  independent  pur- 
poses, objects,  and  powers,  and  the  enumeration  of  specific 
purposes,  objects,  and  powers  shall  not  be  construed  to  limit 
or  restrict  in  any  manner  the  meaning  of  the  general  terms 
or  general  powers  of  the  Corporation.  The  corporation  is 
not  organized  for  pecuniary  profit  and  no  part  of  its  income 
shall  inure  to  the  benefit  of  any  member  as  such. 

The  membership,  from  the  beginning,  included  not  only  na- 
tional, regional,  and  local  chains,  bur  a  large  number  of  indi- 
vidually owned  variety  stores.  Membership  stores  have  generally 
accounted  for  about  90  per  cent  of  the  total  sales  of  all  variety 
stores  in  the  United  States. 

The  Association  has  always  been  ably  headed  by  executives  of 
the  Variety  Chains,  and  by  Dr.  Paul  H.  Nystrom,  Professor  of 
Marketing  at  Columbia  University,  one  of  America's  most  re- 
spected economists.  He  served  as  its  economic  advisor  during  the 
formative  years,  and  as  its  president  since  November,  1933,  when 
he  was  elected  to  succeed  the  late  A.  H.  Neissner,  one  of  the 
founders  of  the  Association  and  its  first  President. 

The  Limited  Price  Variety  Stores  Association,  Inc.  was  born 
in  the  hectic  days  of  the  National  Recovery  Administration  under 
the  redoubtable  General  Hugh  (Iron  Pants)  Johnson.  Its  first 
duty  was  to  write  a  Code  of  Fair  Competition  for  the  Variety 
Trade  so  that  variety  stores  could  display  the  "Blue  Eagle,"  a 
symbol  of  agreement  with  NRA  conditions.  The  National  Retail 
Code,  adopted  by  the  variety  and  retail  trades,  was  approved  by 
the  President  of  the  United  States  on  October  22,  1933. 

When  the  NRA  was  declared  unconstitutional  the  members 
of  the  Limited  Price  Variety  Stores  Association  decided  to  con- 
tinue it  and  through  it  to  strive  for  self-regulation  in  their  busi- 
ness relationships.  It  was  a  wise  decision,  as  evidenced  by  the 
enormous  growth  of  the  Association.  It  now  serves  over  7,200 
variety  stores  in  every  state  in  the  Union,  with  sales  in  excess  of 
$2  billion  annually. 
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The  Association  has  performed  an  outstanding  service  for  its 
members  in  almost  every  phase  of  store  operation. 

It  provides  all  members  with  fast,  accurate  information  on  all 
laws  and  regulations— federal,  state,  and  local— affecting  the 
variety  trade. 

It  appears  for  its  members  and  presents  reports,  briefs,  and 
summaries  before  public  bodies  wherever  the  variety  trade  has  an 
interest. 

It  acts  as  a  clearing  house  and  a  disseminator  of  information  on 
a  great  many  matters  of  common  interest  to  variety  chains. 

It  carries  on  continual  researches  in  matters  that  are  likely  to 
affect  the  variety  trade. 

It  sponsors  the  preparation  and  publication  of  the  annual  report 
on  operation  expenses  of  both  small  and  large  variety  store  or- 
ganizations prepared  for  it  by  the  Harvard  Bureau  of  Business 
Research. 

It  publishes  several  bulletins  containing  items  of  special  inter- 
est to  the  variety  business. 

It  conducts  meetings  of  members,  both  national  and  regional, 
at  which  the  best  possible  information  concerning  the  problems 
of  variety-stores  operation  is  exchanged. 

It  keeps  its  members  informed  concerning  such  matters  affect- 
ing personnel  as  arise  from  decisions  of  the  various  labor  relations 
boards,  State  labor  regulations,  union  proposals  and  agreements, 
changes  in  store  or  work  hours,  special  training  programs,  and  so 
forth. 

It  supplies  information  about  the  variety  trade  to  government 
agencies,  clubs,  societies,  schools,  and  libraries,  as  well  as  to  stu- 
dents, or  others  engaged  in  studying  the  problems  of  distribution. 

INSTITUTE  OF  DISTRIBUTION,  INC. 

The  National  Chain  Store  Association,  serving  every  major 
type  of  chain  store,  was  dissolved  shortly  after  the  NRA's  enact- 
ment in  1944,  and  in  its  stead  trade  associations  serving  specific 
types  of  chain  stores  were  established,  including  food,  drug, 
shoe,  variety  store,  mail-order,  and  other  lines.  By  their  perform- 
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ance,  each  association  has  earned  stature  and  sizeable  prestige. 

The  continuing  need  for  the  work  in  research  and  public  rela- 
tions that  the  National  Chain  Store  Association  had  been  doing 
before  its  dissolution  served  as  background  for  the  creation  in 
1935  of  Institute  of  Distribution,  Inc.,  a  functional  association 
supplementing  the  line  trade  associations.  Founded  and  main- 
tained by  chain-store  companies  of  various  kinds  except  gro- 
cery, it  served  as  their  national  research  and  public  relations  asso- 
ciation until  skeletonized  at  the  end  of  1942  because  of  the  war. 

Jointly  with  the  line  trade  associations,  the  Institute  made  a 
thorough  research  study  of  the  chain-store  field.  It  published 
widely-requested  literature  dealing  with  economic  and  social 
phases  of  the  chain  store  subject.  In  doing  so,  it  helped  stimulate 
even  greater  public  recognition  and  understanding  of  the  eco- 
nomic and  social  values  of  the  American  chain  store. 

For  its  outstanding  work,  the  Institute,  in  1942,  received  the 
first  Certificate  of  Recognition  in  the  John  N.  Vander  Vries 
Award.  It  was  also  cited  three  successive  years  (1940-1942)  in 
the  Annual  Award  of  American  Trade  Association  Executives, 
for  similar  reasons. 

The  period  was  marked  by  a  broad  movement  on  the  part  of 
business  in  general  to  elevate  ethical  standards  in  trade,  employee, 
community,  and  other  relations  to  even  higher  planes.  Chain 
stores  were  among  the  movement's  active  and  prominent  par- 
ticipants. 

At  this  time,  an  even  greater  number  of  chain-store  companies 
concentrated  upon  being  not  only  good  merchants,  but  good 
neighbors  as  well.  The  following  Statement  of  Principles  unani- 
mously adopted  by  the  Institute's  board  membership  in  1940,  il- 
lustrated chain-store  policy  with  respect  to  community  welfare 
matters: 

Since  the  local  units  of  chain  stores  are  retail  establish- 
ments, no  different  than  individually-owned  stores  except 
through  having  centralization  of  administrative  activities, 
the  chain  store  companies  associated  in  Institute  of  Distribu- 
tion, Inc.  are  in  sympathy  with  the  objectives  of  Commu- 
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nity  Chests  and  other  worthy  local  welfare  enterprises  and 
support  them,  through  and  by  their  local  managements,  to 
a  measure  that  is  consistent  with  sound  business  policy  and 
proportionate  to  the  support  extended  by  comparable  local 
retail  establishments. 

Recognizing  that  the  public  interest  is  best  served  by  local 
store  managers  who  are  both  good  neighbors  and  good  mer- 
chants, Institute  member  companies  encourage  their  man- 
agers not  only  to  support  Community  Chest  and  other  local 
welfare  enterprises,  but  also  to  extend  support  graciously 
and  promptly,  all  in  conformity  with  the  policies  estab- 
lished by  the  respective  companies,  individually. 

Believing  that  the  first  duty  of  every  good  merchant  is  to 
provide  store  management  that,  through  merchandise  values, 
services,  and  conveniences,  benefits  the  consumers  of  the 
community,  Institute  member  companies  insist  that  local 
store  managers  consider  proper  store  management  their 
first  objective.  Companies  are  encouraging  their  qualified 
local  store  executives  to  take  active  part  in  Community 
Chest  and  in  other  community  affairs,  however,  to  the  ex- 
tent that  they  are  able  to  do  so  without  jeopardizing  their 
principal  duty,  namely,  the  successful  operation  of  their  re- 
tail stores. 

Institute  member  companies  recognize  that  contribution 
to  the  Community  Chest  and  other  worthy  local  welfare 
enterprises  is  the  responsibility,  however  modest,  of  every 
good  local  citizen  and  the  extent  permitted  by  sound  busi- 
ness policy,  are  encouraging  both  their  local  store  execu- 
tives and  their  employees  to  extend  aid  that  is  commen- 
surate with  their  means.  No  solicitation  is  permitted,  how- 
ever, that  in  any  respect  involves  coercion  of  store  execu- 
tives or  of  store  employees. 

In  Community  Chest  activity  as  in  other  worthy  commu- 
nity effort,  Institute  members  expect  to  be  accepted  for 
what  they  are,  namely,  retail  merchants  engaged  in  the  sale 
of  a  certain  classification  of  goods,  wares,  or  merchandise. 
It  is  believed,  therefore,  that  the  elimination  of  any  distinc- 
tion between  so-called  chain  stores  and  so-called  individu- 
ally-owned stores  that  may  prevail  within  Community 
Chests  or  within  other  worthy  local  welfare  enterprises, 
would  be  in  the  public  interest. 
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In  step  with  strides  taken  by  business  in  general  during  this  pe- 
riod, working  conditions  were  further  improved  by  chain  stores. 
Hours  of  work  were  shortened,  salaries  were  increased,  better  va- 
cation schedules  were  put  into  effect,  group  insurance  and  retire- 
ment plans  were  established,  and  many  other  constructive  steps 
were  taken.  Relations  between  the  chains  and  manufacturers, 
wholesalers,  agricultural  producers,  and  other  sources  of  sup- 
ply, long  good  because  of  the  outstanding  job  done  by  the  chains 
in  large-scale  selling,  were  further  strengthened. 

Chain  stores,  aided  by  the  Institute,  by  their  trade  associations, 
by  autonomous  state  chain  store  associations,  and  by  others  car- 
ried out  one  of  the  industry's  noteworthy  public  relations 
programs.  On  the  basis  of  performance,  they,  together  with  the 
nation's  other  progressive  retailers,  became  recognized  by  our 
government,  by  its  war  agencies,  by  American  agriculture,  and 
by  others,  as  among  their  most  reliable  allies  in  projects  in  the 
public  interest.  The  following  pledge  by  the  members  of  the  Na- 
tional Association  of  Food  Chains  made  while  America  was  be- 
coming the  Arsenal  of  Democracy  in  World  War  II  is  a  random 
example  in  point: 

They  will  make  constant  effort  to  improve  facilities  and 
methods  of  food  distribution,  now  the  finest  in  the  world, 
to  insure  maintenance  of  the  unequaled  living  standards  of 
the  American  people. 

They  will  continue  their  endeavors  to  keep  the  cost  of 
living  as  low  as  possible,  through  efficient  management, 
thus  keeping  narrow  the  spread  between  the  amount  the 
producers  receive  and  the  amount  the  consumer  pays.  They 
will  diligently  attempt  to  maintain  at  all  times  adequate 
stocks  of  dependable  products. 

They  will  cooperate  with  the  Government  by  utilizing 
their  facilities  to  acquaint  consumers  with  available  prod- 
ucts and  values,  and  will  suggest  suitable  substitute  for  items 
restricted  to  defense  needs. 

They  will  cooperate,  as  in  the  past,  with  agriculture  to 
maintain  good  markets,  and  to  assist  the  farmer  in  obtaining 
a  fair  share  of  the  national  income. 
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They  freely  offer  their  experience  and  facilities,  when  and 
if  needed,  to  help  meet  emergencies  that  may  appear. 

RULES  OF  ETHICS  OF  CHAIN  STORES 

Over  the  years,  most  of  the  chain  store  companies  have  devel- 
oped policies  which  they  follow  religiously  and  which  they  in- 
sist be  followed  by  all  of  their  employees.  The  wide  geographi- 
cal distribution  of  the  units  of  a  chain  store  company  makes  close 
personal  supervision  a  difficult  problem.  A  manager  three  thou- 
sand miles  from  the  home  office  may  not  see  eye-to-eye  with  his 
supervisor  in  every  instance,  and  he  may  deviate  from  the  rule  to 
meet  local  conditions.  Many  chains  do  not  permit  even  this  much 
change  from  certain  fundamental  policies. 

J.  C.  Penney,  the  founder  of  the  great  company  that  bears  his 
name,  has  recently  written  a  book  entitled,  Fifty  Years  ivith  the 
Golden  Rule;  a  Spiritual  Autobiography. 

Mr.  Penney,  always  a  deeply  religious  person,  made  moral 
principles  a  part  of  his  company  from  its  beginning  in  1902.  His 
father  had  taught  him  ethics  the  hard  way. 

In  1914,  the  rule-of-thumb  practices  that  had  always  been  fol- 
lowed were  codified  into  what  has  become  known  as  "Penney 
Principles."  Here  they  are: 

1.  To  serve  the  public,  as  nearly  as  we  can,  to  its  entire 
satisfaction. 

2.  To  expect  for  the  service  we  render,  a  fair  remunera- 
tion and  not  all  the  profits  the  traffic  will  stand. 

3.  To  do  all  in  our  power  to  pack  the  customer's  dollar 
full  of  quality,  value,  and  satisfaction. 

4.  To  continue  to  train  ourselves  and  our  associates  so 
that  the  services  we  give  will  be  more  and  more  intelli- 
gently performed. 

5.  Constantly  to  improve  the  human  factor  in  our  business. 

6.  To  reward  the  men  and  women  of  our  organization 
through  participation  in  what  the  business  produces. 

7.  To  test  our  every  policy,  method,  and  act  in  this  wise: 
Does  it  square  with  what  is  right  and  just? 

Frank  W.  Woolworth,  the  founder  of  the  F.  W.  Woolworth 
Company,  was  a  staunch  Methodist.  In  1915,  he  erected  the 
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Woolworth  Memorial  Methodist  Episcopal  Church  in  Great 
Bend,  New  York,  in  memory  of  his  parents. 

The  following  paragraph  is  taken  from  the  Woolworth  book- 
let of  instructions  to  salesladies.  These  policies,  initiated  by  Mr. 
Woolworth  himself,  who  championed  them  during  his  entire 
business  lifetime  as  rigidly  as  he  insisted  upon  clean  store  appear- 
ance and  as  uncompromisingly  as  he  shunned  coercive  selling, 
have  been  practiced  in  Woolworth  stores  for  about  seven  decades. 

The  first  and  most  important  duty  you  have  is  serving 
customers.  You  should  treat  your  customers  as  you  would 
treat  your  guests,  with  courtesy  and  attentiveness.  cus- 
tomers are  your  guests,  and  while  they  are  in  your  store 
they  should  be  made  to  feel  that  you  appreciate  their  pres- 
ence. Remember,  your  customers  come  FIRST,  regardless 
of  what  you  are  doing.  We,  therefore,  emphasize— cus- 
tomers FIRST  ALWAYS. 

In  addition  to  the  above,  F.  W.  Woolworth  Co.  has  as  its  basic 
slogan  "much  for  little."  The  words  "much  for  little"  were  used 
very  fittingly  and  deservedly  in  a  tribute  paid  by  the  New  York 
Sun  to  Mr.  Woolworth  upon  his  death  in  1919  in  that  neatly 
tailored  sentence:  "He  won  a  fortune  not  in  showing  how  little 
could  be  sold  for  much,  but  how  much  could  be  sold  for  little." 

The  S.  S.  Kresge  Company  tries  to  benefit  the  community  it 
serves  by  bringing  good  merchandise  at  reasonable  prices  to  its 
customers,  and  by  taking  an  active  interest  in  community  prob- 
lems. It  has  always  been  the  aim  of  the  Kresge  Company  to  ex- 
tend to  all  employees,  in  stores  and  offices,  every  possible  advan- 
tage and  benefit  to  make,  their  association  with  the  company 
profitable  and  productive.  It  stresses  the  importance  of  clean, 
cheerful  surroundings,  moderate  working  hours,  periods  of  re- 
laxation, and  modern  rest  rooms. 

It  seems  that  all  chains  today  operate  according  to  the  Golden 
Rule.  Many  chains  have  not  reduced  their  moral  code  to  writing, : 
but  they  have  unwritten  laws  which  they  adhere  to  religiously. 
For  instance,  every  chain  says  that  it  is  its  policy  to  offer  to  the 
public  the  best  quality  merchandise  obtainable  within  its  price 
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range  at  prices  which  are  profitable  both  to  the  customer  and  to 
the  company.  Wherever  possible,  merchandise  is  purchased  from 
local  industries,  and,  in  all  cases,  from  suppliers  of  high  repute.  A 
genuine  interest  is  taken  in  the  communities  in  which  the  chains 
operate. 

One  of  the  observations  a  student  of  chains  usually  makes  is 
the  strong  religious  affiliations  of  the  founders.  Several  have  been 
already  mentioned.  J.  J.  Newberry  is  still  a  very  active  Presby- 
terian, and  he  spent  considerable  time  as  teacher  and  student  with 
the  Sunday  School  of  his  church  in  Stroudsburg  where  J.  J.  New- 
berry Co.  was  founded. 

SEARS,  ROEBUCK  AND  COMPANY— THE  ROSENWALD  CREED 

Sears,  Roebuck  and  Company  has  been  mentioned  as  one  of 
the  outstanding  firms  in  retailing  since  1886.  On  January  10,  1950, 
it  received  the  eighth  annual  Tobe  Award,  the  highest  award  in 
retailing,  given  for  distinguished  contribution  to  American  Re- 
tailing since  1943.  The  Code  of  Ethics  of  this  great  company  is 
known  as  the  famous  Rosenwald  Creed,  which  was  a  kind  of 
herald  for  the  new  mail-order  method  of  merchandising.  Its  basic 
premise  is:  "Sell  honest  merchandise  for  less  money  and  many 
people  will  buy."  Its  code  is:  "Treat  people  fairly  and  honestly 
and  generously,  and  their  response  will  be  fair  and  honest  and 
generous."  Its  cardinal  conclusions  are: 

1.  Sell  for  less  by  buying  for  less.  Buy  for  less  through  the 
instrumentality  of  mass  buying  and  cash  buying.  But  main- 
tain the  quality. 

2.  Sell  for  less  by  cutting  the  cost  of  sales.  Reduce  to  the 
absolute  practical  minimum  the  expense  of  moving  goods 
from  producer  to  consumer.  But  maintain  the  quality. 

3.  Make  less  profit  on  each  individual  item  and  increase 
your  aggregate  profit  by  selling  more  items.  But  maintain 
the  quality. 

Sears,  Roebuck  and  Company  has  endeavored  to  build  good- 
will in  its  relationships  with  its  customers,  its  suppliers,  its  stock- 
holders, its  employees,  and  the  public. 
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Julius  Rosenwald  adopted  the  policy:  "Satisfaction  guaranteed, 
or  your  money  back." 

In  employee  relations,  Mr.  Rosenwald  pioneered  in  paid  vaca- 
tions, illness  allowance,  and  separation  allowances. 

The  G.  R.  Kinney  Company,  Inc.,  established  in  1 894,  is  now 
the  largest  chain  of  family  shoe  stores  in  America.  In  1936,  the 
following  Kinney  Creed,  which  has  been  followed  for  many 
years,  was  published  for  use  in  the  stores: 

All  who  enter  our  doors  are  guests  and  are  most  welcome. 

To  all  we  desire  to  be  real  hosts  and  extend  courtesy 
(which  is  kindness  and  politeness). 

To  serve  honestly  and  wholeheartedly. 

To  give  satisfaction  by  the  goods  we  sell  and  by  our 
methods  of  selling. 

To  give  good  measure  heaped  up,  pressed  down,  and  run- 
ning over  in  value  and  service. 

Our  ideals  are  as  high  as  our  prices  are  low.  And  we  feel 
sure  that  all  representatives  of  the  Kinney  Company  will 
make  every  transaction  measure  up  to  these  ideals. 

The  success  of  G.  R.  Kinney  in  establishing  his  great  chain  is 
reputed  to  be  his  realization  that  in  the  footwear  industry  lay  a 
vast  new  field  of  service  to  America's  families. 

While  Neissner  Brothers,  Inc.  has  never  reduced  its  Code  of 
Ethics  to  writing,  it  has,  nevertheless,  religiously  followed  the 
high  moral  standards  infused  into  the  organization  by  its  founders. 
It,  too,  believes  that  the  customer  is  always  right  and  has  dili- 
gently trained  its  personnel  to  treat  customers  courteously.  Neiss- 
ner Brothers,  Inc.,  maintains  that  it  brings  the  best  possible  mer- 
chandise to  its  customers  at  the  lowest  possible  price. 

One  of  the  smaller  chains,  Neissner's  has  been  quick  to  adopt 
a  sound  salary  schedule;  a  profit-sharing  plan;  a  group-insurance 
plan;  a  retirement  plan;  a  liberal  vacation  policy;  a  scientific  inter- 
viewing, induction,  and  training  plan;  and  other  employee 
benefits. 

The  company  has  always  been  interested  in  its  suppliers,  and 
has  attempted  to  keep  all  its  dealings  with  them  on  a  high  ethical 
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plane.  Neissner's  has  cooperated  with  competing  chains  and  has 
never  taken  advantage  of  an  opportunity  to  gain  at  another's  loss. 

Fundamental  as  all  these  principles  are,  they  are  no  more  im- 
portant than  interest  in  and  ethical  dealings  with  our  banks,  land- 
lords, various  service  firms,  and  stockholders,  in  Neissner  Broth- 
ers' opinion. 

Fanny  Farmer  has  been  known  for  good  candy  since  May, 
1919.  During  1950,  six  studios  fed  high  grade  candy  to  its  355 
stores,  which  had  total  sales  of  over  $155  million.  Its  president, 
John  D.  Hayes,  sets  forth  the  following  principles  as  the  ethical 
code  of  the  company. 

In  its  relation  with  customers 

To  make  available  to  the  customer  the  best  candy  that 
can  be  made  at  the  lowest  possible  price,  through  efficient 
management. 

To  make  adjustments  to  the  customer  by  personal  call, 
if  possible.  Always  agreeable  and  willing  to  maintain  their 
friendship  and  good  will. 

To  sell  only  candy  that  we  would  be  pleased  with  if  we 
were  the  customer. 

To  be,  at  all  times,  as  sensitive  as  a  seismograph  to  the 
slightest  tremor  of  public  ill-will  and,  consequently,  try  to 
please  all  of  the  people,  all  of  the  time. 

In  its  relation  ivith  manufacturers 

To  impress  the  manufacturer,  producer,  or  any  others 
from  whom  we  purchase,  that  they  are  an  integral  part  of 
our  company  and  have  very  definite  responsibilities  to  fulfill. 

That  they  play  an  important  role  in  making  it  possible  for 
us  to  maintain  our  high  standards  of  quality  by  selling  to  us 
only  the  highest  quality,  the  absolute  best,  because  the  best 
is  none  too  good  for  Fanny  Farmer  Candies. 

If  there  is  a  better  product  available  than  has  been  sold 
to  us  in  the  past,  it  is  the  supplier's  duty  to  obtain  it  for  us. 

Our  suppliers  have  all  been  impressed  with  our  policy 
that  "Price  is  a  secondary  consideration— Quality  first." 

We  look  upon  our  suppliers  as  experts  in  their  respec- 
tive fields  and  as  such,  we  expect  them  to  be  fully  qualified, 
because  we  rely  greatly  on  their  advice  and  suggestions. 
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In  its  relation  with  employees 

To  treat  employees  as  we  would  like  to  be  treated,  if  sta- 
tions were  reversed. 

To  know  as  many  personally  as  is  humanly  possible. 

To  win  their  confidence,  respect,  and  loyalty,  by  show- 
ing sincere  interest  in  them  and  in  their  respective  jobs. 

To  praise  their  efforts  and  thus  encourage  greater  effi- 
ciency through  pride  in  the  product  they  help  to  produce. 

In  its  relation  with  competitors 

Live  and  let  live!— Good  competition  never  hurts  busi- 
ness—it keeps  it. 

One  of  the  truly  great  developments  in  American  business  has 
been  the  acceptance  of  the  chain-store  idea  of  merchandising  and 
the  steady  development  of  chain-store  systems.  For  practical  pur- 
poses, the  first  chain  store  to  open  in  the  American  system  of  dis- 
tribution was  in  1859.  Less  than  one  hundred  years  later,  in  1933, 
we  had  about  7,061  chain  store  systems  operating  about  152,308 
chain  stores  in  the  United  States. 

The  founders  of  the  many  chain  store  systems  were  keen,  alert 
individual  retailers  with  vision  and  initiative,  who  operated  their 
stores  with  a  firm  hand.  They  brought  into  their  business  dealings 
a  high  moral  sense  of  fair  dealing,  and,  by  rigidly  following  sound 
operating  principles,  built  their  chain-store  systems  unit  by  unit 
into  the  world's  greatest  system  of  mass  distribution. 
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Ethical  problems,  or  questions  as  to  moral  "right  and  wrong," 
often  arise  merely  between  two  individuals  whose  interests  are  in 
conflict,  or  who  seek  different  means  of  achieving  a  common  pur- 
pose. When  a  thousand  individuals,  or  perhaps  half  a  million,  are 
thrown  into  contact  with  one  another,  with  consequent  develop- 
ment of  involved  relationship  patterns,  the  conflicts  of  interest 
are  multiplied  time  and  time  again,  with  a  resulting  myriad  of 
ethical  problems. 

This  is  the  case  in  a  labor  union  composed  of  hundreds  of 
thousands  of  individuals  who  must  somehow  get  along  with  each 
other,  while  striving  to  achieve  common  goals  on  perhaps  many 
different  roads. 

Not  only  do  the  members  of  a  labor  union  have  to  iron  out  the 
conflicts  which  arise  within  their  own  ranks,  but  they  must  also 
strive  to  get  along  with  the  membership  of  other  vastly  different 
unions.  From  a  broad  viewpoint  one  might  say  that  the  American 
labor  movement  is  confronted  with  the  task  of  synthesizing  the 
desires  and  goals  of  a  million  men  and  women  now  organized  in 
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approximately  190  unions.  Obviously,  a  great  number  of  conflicts 
of  interest  and  a  variety  of  ethical  problems  will  spring  out  of  this 
welter  of  human  relationships. 

Before  one  can  delve  into  the  ethical  problems  associated  with 
workers'  organizations,  it  is  necessary  briefly  to  define  a  labor 
union  and  to  discuss  its  purposes.  Sidney  and  Beatrice  Webb,  the 
keenest  of  the  early  analysts  of  trade  unions,  define  a  labor  union 
as  "a  continuous  association  of  wage  earners  for  the  purpose  of 
maintaining  or  improving  the  conditions  of  their  employment."1 
Thus  the  principals  in  a  trade  union  are  the  wage  earners,  the 
members  of  the  organization.  In  some  unions  these  members  all 
work  in  the  same  craft.  In  others,  they  perform  a  great  variety  of 
tasks,  running  the  gamut  of  highly  specialized  skills  to  routine 
manual  operations  which  can  be  learned  in  a  matter  of  hours.  In 
addition,  one  finds  in  labor  unions  great  heterogeneity  among 
members  as  to  age,  sex,  race,  religion,  national  origin,  political  be- 
liefs, and  every  other  quality  which  differentiates  one  person  from 
another.  Here  again,  out  of  this  infinite  heterogeneity,  conflicts 
of  interest  are  certain  to  arise. 

The  Webbs'  definition  states  the  purpose  of  a  union  in  purely 
economic  terms.  In  this  respect,  their  definition  is  somewhat  out- 
moded. They  saw  a  trade  union  as  an  organ  to  secure  for  workers 
shorter  hours,  better  working  conditions,  and  economic  security, 
Today,  of  course,  trade  unions  strive  to  produce  for  their  mem- 
bers not  only  monetary  gains,  but  also  social  improvements  in 
terms  of  pension  plans,  education  programs,  health  centers,  and 
vacation  plans,  to  name  only  a  few.  In  addition,  they  seek  the 
passage  of  favorable  legislation  which  will  provide  workers  with 
better  housing,  education,  and  health  facilities. 

It  is  significant  to  note  that  the  Webbs  include  in  their  defini- 
tion the  phrase  "continuous  association."  This  stems  from  the 
fact  that  a  labor  union  is  established  as  a  permanent  institution  by 
men  who  see  it  as  an  entity  which  will  outlive  them.  It  is  here  that 
a  basic  question  faces  those  who  examine  the  ethical  problems  of 

1  Sidney  and  Beatrice  Webb,  History  of  Trade  Unionism,  Longmans,  Lon- 
don, 1950. 
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a  labor  union.  Americans  are  well  aware  of  the  principle  that  in  a 
democracy  individuals  are  the  supreme  power  and  value.  The 
government  is  the  servant  of  the  people  who  created  it.  As  a 
servant,  the  government  exists  to  carry  out  the  wishes  of  its  mas- 
ter—the people.  Likewise,  a  union  is  a  creature  of  men— workers 
who  established  it  to  serve  their  purposes,  and  to  be  responsible  to 
them.  Yet  these  also  envision  their  union  as  a  permanent  institu- 
tion, so  that  it  might  gain  strength  through  uninterrupted  life, 
and  with  the  additional  strength  serve  them  and  succeeding  gen- 
erations of  members  more  and  more  successfully.  In  its  process 
of  attaining  additional  fortitude,  perhaps  in  terms  of  membership, 
funds,  efficient  administration,  or  union  security  clauses  in  con- 
tracts, the  labor  union  has  had  a  tendency  to  develop  into  an  en- 
tity which  is  as  greatly  concerned  in  maintaining  and  improving 
its  own  tenure  and  security  as  that  of  the  workers  who  gave  this 
entity  life  in  the  beginning.  It  is  when  a  conflict  arises  as  to  whose 
security  has  precedence— the  union's  itself,  or  the  workers',  to 
whom  the  union  is  supposedly  responsible— that  grave  ethical  im- 
plications become  visible. 

It  is  already  clear  that  ethical  implications  in  a  labor  union  are 
much  more  subtle  and  intangible  than  what  is  commonly  called 
"racketeering."  The  immorality  of  the  latter  is  obvious.  It  is 
clearly  wrong  for  a  gangster  to  infiltrate  into  a  union  in  order  to 
wring  dues  from  unsuspecting  members  and  then  make  off  with 
the  funds  for  his  own  selfish  purposes.  Fortunately,  racketeering 
has  been  confined  to  few  industries  and  few  unions.  It  has  been 
present  to  some  extent  in  the  waterfront,  moving  picture  theater, 
trucking,  restaurant,  building  service,  and  wholesale  and  retail 
food  distribution  industries.  Legitimate  union  leadership  has 
recognized  the  menace  of  racketeers,  and  has  fought  it  earnestly. 

There  is  also  no  ethical  question  as  to  violence  in  labor  disputes. 
It  is  clearly  wrong  for  a  striker  to  shoot  into  the  car  of  a  non- 
striker  who  continues  to  work  in  a  picketed  plant.  There  is  no 
doubt  that  it  is  barbaric  for  strikers  and  nonstrikers  to  try  settling 
differences  by  planting  dynamite  in  each  others'  houses.  As  labor 
relations  become  more  stabilized,  violence  tends  to  disappear,  and 
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peaceful  negotiations  through  collective  bargaining  begin.  In  the 
1950's  the  relatively  scattered  instances  of  violence  in  labor  dis- 
putes have  occurred  most  often  in  rural  areas  which  are  not  yet 
highly  organized,  and  where  the  principle  of  collective  bargain- 
ing has  not  been  accepted  to  the  extent  that  it  has  in  America's 
urban  centers. 

When  violence  does  occur,  as  it  did  in  Berryton,  Georgia,  in 
June  1951,  resulting  in  the  death  of  a  woman  nonstriker,  the 
leadership  of  the  union,  no  matter  how  harassed  it  has  been  on 
all  sides  in  its  attempts  to  organize,  will  strongly  condemn  such 
violence.  Victor  Riesel,  well  known  labor  columnist,  in  comment- 
ing about  the  Berryton  incident,  pointed  out  that  the  strikers  re- 
sponsible for  the  woman's  death  were  "the  first  CIO  members  to 
be  charged  with  murder,  ever.  And  their  national  leaders  are 
heartsick."2  Violence  is  the  release  of  angry  emotions,  which 
overflow  when  man  does  not  stop  to  analyze  what  is  right  and 
wrong.  In  retrospect,  even  those  union  men  who  committed  the 
acts  of  violence  must  admit  that  what  they  did  was  morally 
wrong.  There  is  no  ethical  question.  All  concerned  must  and  will 
agree  that  no  matter  how  strong  the  provocation,  the  use  of  force 
is  wrong. 

So  again,  one  must  turn  from  the  obvious  abuses  to  the  in- 
tangible problems  of  ethics,  more  difficult  to  point  out,  more  hid- 
den to  the  casual  observer,  and  usually  not  even  recognized  by 
the  parties  involved  in  the  particular  problem. 

It  is  sometimes  impossible  to  give  a  clear  cut  answer  as  to  the 
"rightness"  or  "wrongness"  of  a  particular  union  practice  or 
policy.  In  such  instances,  no  arbitrary  stand  can  be  taken.  Instead, 
the  pros  and  cons  all  will  be  outlined  for  the  reader,  so  that  he 
may  recognize  the  tenuousness  of  the  problems  and  the  short- 
comings of  unqualified  decisions. 

In  the  following  pages,  union  relationships  have  been  studied 
from  various  angles:  the  union  and  its  members,  the  leaders  and 
democracy  in  labor  unions,  and  members  of  unions  versus  other 
unions.  While  many  ethical  problems  arise  out  of  more  than  single 

2  Atlanta  Journal,  June  22,  1951,  p.  17. 
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relationship  patterns,  this  artificial  segregation  of  subject  matter 
will  serve  to  cast  light  upon  the  subtle  ethics  in  labor  unions. 

THE  UNION  AND  ITS  MEMBERS 

The  Checkoff.  The  conflict  of  interest  between  the  union  as  an 
institution  and  the  members  as  its  supposed  masters  has  already 
been  touched  upon.  There  are  specific  instances  of  conflict  be- 
tween what  amounts  to  two  parties.  One  might  take  the  checkoff 
of  union  dues  as  a  starting  point.  Under  the  checkoff  arrange- 
ment, the  employer  agrees  by  contract  to  withhold  from  indi- 
vidual pay  envelopes  the  union  dues  of  those  workers  who  belong 
to  the  union.  The  Taft-Hartley  Act  of  1947  specified  that  in- 
dividual union  members  must  give  their  consent  to  the  checkoff 
before  it  can  be  put  into  effect.  However,  there  have  been  some 
instances  where  a  union  adopts  the  policy  of  using  the  checkoff 
procedure,  and  individuals  have  little  choice  under  tacit  union 
pressure  but  to  go  along  by  giving  their  individual  consent. 

Obviously,  the  checkoff  is  a  great  convenience  to  the  union. 
The  Steel  Workers  Union  pointed  out  to  the  War  Labor  Board 
during  World  War  II  that  a  total  of  242,000  man-days  per  year 
were  consumed  in  collecting  its  dues.3  But  unions  would  not  fight 
as  hard  as  they  do  for  the  checkoff  provision  were  it  only  for 
convenience.  The  checkoff  is  also  what  might  be  called  the  lazy 
way  of  maintaining  the  union's  security.  The  hard  way  is  to  pro- 
duce enough  benefits  and  improvements  for  the  members  so  that 
they  will  pay  their  dues  "voluntarily,"  in  the  conviction  that  the 
expenditure  is  well  worth  while.  If  any  one  employer  has  agreed 
to  withhold  the  dues  of  ten  thousand  union  members  in  his  par- 
ticular plant,  the  union  is  sure  for  a  period  of  one  year,  or  the  life 
of  the  agreement  (whichever  is  less),  that  these  ten  thousand  will 
belong  to  the  union  and  contribute  in  order  to  strengthen  it.  The 
union  is  sure  as  to  its  own  security  of  life  or  tenure  in  that  par- 
ticular plant.  It  may  then  turn  to  other  plants  and  organize  other 
workers.  The  allegiance  of  these  ten  thousand  may  stand  on 

3  Clyde  K.  Dankert,  Contemporary  Unionism  in  the  United  States,  Prentice- 
Hall,  New  York,  1948,  p.  360. 
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shaky  ground.  No  particular  effort  has  to  be  made,  for  the  time 
being,  to  improve  their  status.  From  the  union's  viewpoint,  one 
could  say  that  these  ten  thousand  are  "in  the  bag." 

Employers  who  are  not  too  willing  to  deal  with  unions,  especi- 
ally in  industries  where  collective  bargaining  has  not  gained  full 
acceptance,  are  loath  to  agree  to  a  checkoff  provision.  From  their 
angle,  it  is  undesirable  to  give  the  union  they  wish  to  keep  out 
any  such  security.  Bitter  labor-management  disputes  arise  as  to 
the  checkoff.  One  such  dispute  occurred  in  Griffin,  Georgia, 
where  a  textile  group  was  out  on  strike  almost  a  year,  fighting 
primarily  for  a  checkoff.  While  individual  members  might  be  out 
on  the  picket  line,  they  are  delayed  in  obtaining  the  contract  giv- 
ing them  higher  wages  because  the  union  holds  out  for  the 
checkoff.  Is  such  a  practice  justifiable  or  ethical?  In  asking  the 
question,  however,  one  must  take  into  consideration  the  argu- 
ment that  any  provision  which  gives  the  union  security  and,  thus, 
strength  will  also,  in  the  long  run,  benefit  the  members  who  com- 
pose that  union.  This  argument  no  doubt  has  its  merits,  especially 
where  employers  are  constantly  trying  to  unseat  their  unions. 
Yet  it  would  seem  more  ethical  to  have  these  merits  clearly  under- 
stood and  recognized  by  the  member  rather  than  give  him  virtu- 
ally no  choice  but  to  agree  to  the  checkoff. 

Closed  and  Union  Shops.  The  checkoff  serves  to  explain  the 
conflict  between  union  interests  and  membership  interest.  How- 
ever, the  conflict  is  not  nearly  as  strong  on  that  issue  as  it  is  on 
the  union  and  closed  shop  issue. 

A  closed  shop  exists  where  a  man  must  belong  to  the  union  in 
order  to  obtain  a  job  in  the  craft  which  the  union  covers,  and  in 
the  plant  in  which  the  union  has  a  contract.  A  union  shop  means 
that  workers  must  join  the  union  after  getting  their  jobs  in  a 
plant  covered  by  a  union  shop  agreement.  In  1946,  33  per  cent  of 
all  organized  workers  were  covered  by  agreements  calling  for  the 
closed  shop.  Seventeen  per  cent  were  covered  by  union  shop 
agreements.4 

What  are  the  ethical  problems  arising  out  of  the  closed  and 

4  Monthly  Labor  Review,  May  1947,  p.  76. 
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union  shops?  The  first  question  is  whether  a  worker  should  have 
to  join  the  union  in  order  to  get  or  keep  a  job.  Workers  who  ob- 
ject to  such  arrangements  point  out  that  they  have  "the  right  to 
work"  without  joining  the  union,  although  it  was  not  they  who 
formulated  this  objection,  but  rather  those  employers  who  fought 
the  closed  and  union  shops.  The  union  replies  that  the  benefits 
obtained  for  its  members  accrue  also  to  those  workers  who  are 
not.  It  is  not  "right"  for  those  who  have  struggled— and  in  many 
instances  been  hungry  on  picket  lines— to  build  up  the  union  only 
to  have  others  get  equal  benefits  on  a  "free  ride."  The  union's 
argument  cannot  be  disregarded.  However,  closer  examination 
of  the  subject  indicates  that  this  familiar  "free  ride"  does  not  tell 
the  entire  story  of  a  union's  desire  for  a  closed  or  union  shop. 

What  better  security  can  there  be  for  a  labor  organization  than 
a  situation  in  which  all  who  work  in  an  organized  plant  must  be- 
long to  the  organization?  As  long  as  the  union  can  maintain  such 
a  provision  in  the  agreement  with  the  employer,  its  tenure  is 
insured. 

If  the  union  will  use  its  security  to  benefit  the  workers  who 
might  have  struck  to  obtain  this  union  security  (in  1941,  8.3  per 
cent  of  all  strikes  were  waged  to  secure  a  union  or  closed  shop)5 
the  union's  viewpoint  seems  justified.  But,  if  a  union  abuses  its 
security  by  neglecting  the  interest  of  the  workers,  a  grave  ethical 
problem  is  present.  This  problem  becomes  aggravated  if  a  union 
not  only  has  a  closed  shop,  but  also  a  closed  union.  In  such  a 
situation,  workers  who  wish  to  join  the  union  in  order  to  obtain 
a  job  may  find  the  union  unwilling  to  accept  more  members.  It 
could  do  this  by  charging  exorbitant  initiation  fees,  or  by  plainly 
refusing  admission.  Fortunately,  there  have  been  very  few  closed 
unions  in  this  country.  The  practice  was  adopted  by  some  build- 
ing trade  unions  during  the  depression  when  it  seemed  desirable 
to  conserve  available  job  opportunities  for  the  men  already  mem- 
bers. This  instance  shows  that  economic  conditions  and  insecurity 
are  important  determinations  of  union  practices.  Moreover,  out- 
side pressures,  such  as  employer  resistance  to  organization,  play  a 

5  C.  Dankert,  op.  cit.,  p.  390. 


Ethical  Practice  in  Labor  Organization  163 

large  role  in  fashioning  union  policies.  If  unions  were  certain  that 
employers  would  make  no  serious  attempts  to  unseat  them  in 
their  respective  plants,  the  importance  of  closed  and  union  shops 
would  be  largely  diminished,  and  the  ethical  problems  resulting 
from  union  security  clauses  would  also  be  mitigated. 

DEMOCRACY  WITHIN  UNIONS 

In  examining  the  avenue  of  communication  and  the  formal 
governmental  processes  within  unions,  one  finds  a  highly  demo- 
cratic structure.  And  yet  there  are  many  people,  who,  when 
asked  whether  unions  are  democratic  organizations,  are  tempted 
immediately  to  reply  in  the  negative.  This  public  opinion  no 
doubt  has  developed  as  a  result  of  such  forthright  and  autocratic 
leadership  as  practiced  by  John  L.  Lewis  in  his  own  union.  How- 
ever, as  the  imperfections  of  the  democratic  processes  within 
unions  are  examined,  it  is  very  important  to  remember  that,  in 
order  to  study  ethical  problems,  we  are  in  reality  looking  into  the 
unethical  practices.  This  does  not  deny  the  presence  of  de- 
mocracy and  membership  participation  in  the  majority  of  our 
labor  unions. 

Unions  are  governed  through  elected  officials.  These  officials 
are  elected  according  to  constitutional  provisions  at  the  various 
levels  of  organization  structure.6  At  the  local  union  level,  the 
business  agent  is  often  the  most  powerful  official.  He  is  the  repre- 
sentative of  his  group  at  the  grass-roots  level,  and  is  usually  a 
full-time  officer.  At  the  national  union  tier,  the  president  of  the 
union,  together  with  the  members  of  the  Executive  Board  elected 

6  The  levels  of  union  structure  vary  in  some  details.  Generally,  starting  from 
the  bottom,  there  is  the  local  union,  composed  of  rank  and  file  workers.  All 
other  bodies  are  delegate  ones.  Several  locals  of  the  same  union  may  send  dele- 
gates to  an  area  or  district  council.  In  some  instances  there  may  be  state  or  re- 
gional bodies,  also  composed  of  local  delegates.  At  the  top  there  is  the  national 
union,  commonly  called  "International,"  because  of  Canadian  membership.  The 
nationals  have  joined  in  forming  federations,  i.e.,  the  American  Federation  of 
Labor  and  the  Congress  of  Industrial  Organizations.  Some  nationals  are  inde- 
pendent of  these  federations,  the  largest  of  them  being  the  United  Mine  Work- 
ers Union.  For  details  on  union  structure,  see  Harry  A.  Millis  and  Royal  E. 
Montgomery,  Organized  Labor.  McGraw-Hill  Book  Company,  Inc.,  New  York, 
1945,  Chapter  VI. 
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at  varying  intervals,  formulate  over-all  union  policy.  In  the 
periods  between  national  union  conventions,  usually  held  an- 
nually and  attended  by  thousands  of  delegates  from  all  over  the 
country,  the  governing  authority  of  a  union  is  in  the  hands  of  the 
Executive  Board.  The  board  has  wide  powers,  often  including 
the  power  to  revoke  local  charters  or  to  remove  officers.  When 
the  board  is  not  meeting,  the  president  makes  the  decisions.  He 
too  may  have  the  power  to  remove  officers,  to  expel  local  unions, 
or  to  authorize  strikes.  His  powers  may  be  restricted  by  the  board, 
and  are  supposedly  limited  by  the  union's  constitution  and  by- 
laws. But  what  if  the  president  actually  controls  the  board?  Ac- 
cording to  a  study  by  the  American  Civil  Liberties  Union,  "The 
close  links  which  usually  exist  between  executive  boards,  na- 
tional officers  and  powerful  local  leaders  are  perhaps  the  most 
serious  barrier  to  genuine  democracy  in  many  American  trade 
unions."7 

The  president  may  also  have  the  power  to  appoint  important 
committees,  such  as  the  one  that  recognizes  the  credentials  of 
convention  delegates  before  they  may  be  seated.  This  power, 
and  others,  are  open  to  abuse.  Can  it  be  maintained  that  the  con- 
vention ultimately  will  correct  these  possible  abuses?  This  is  a 
difficult  question  to  answer.  The  real  decisions  as  to  union  policy 
are  not  made  on  the  convention  floor.  This  would  be  difficult 
when  thousands  of  delegates  are  present.  Jack  Barbash,  who  is 
well  acquainted  with  the  labor  movement  as  an  insider,  writes: 
"As  in  all  large  deliberative  bodies,  the  real  decisions  at  a  conven- 
tion are  made  in  committee  rooms  and  places  other  than  in  formal 
debate  on  the  convention  floor.  .  .  .  Most  resolutions  coming 
out  of  the  committees  are  adopted  in  perfunctory  fashion."8 
There  are,  of  course,  exceptions  to  this.  The  most  well  known  are 
the  AFL  conventions  of  1934  and  1935,  when  the  issue  of  in- 
dustrial unions  was  brought  into  the  open  and  vehemently  dis- 

7  Democracy  in  Trade  Unions,  American  Civil  Liberties  Union,  New  York, 
1943,  p.  47. 

8  Jack  Barbash,  Labor  Unions  in  Action,  New  York,  Harper  and  Bros.,  1948, 
p.  50. 
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cussed  on  the  convention  floor.  The  CIO  was  born  from  this 
deep-rooted  controversy. 

It  can  hardly  be  denied  that  the  growth  of  unions  has  been  ac- 
companied by  ever  stronger  centralization  of  power  at  the  na- 
tional level.  This  centralization  has  given  the  officers  at  the  top 
additional  powers.  To  mention  only  one  of  the  important  influ- 
ences towards  centralization,  industry-wide  bargaining  has  placed 
increasing  responsibility  for  negotiations  on  national  officers. 
They  are  usually  better  versed  in  the  problems  of  their  industry 
than  officers  at  the  local  levels  with  limited  experience  and  per- 
spective. 

John  L.  Lewis,  the  epitome  of  the  labor  leader  who  has  taken 
unto  himself  the  union  and  its  members  from  top  to  bottom,  ar- 
gued for  this  centralization,  even  if  it  should  abridge  some  demo- 
cratic procedures,  by  saying,  "It  is  a  question  of  whether  you  de- 
sire your  organization  to  be  the  most  effective  instrumentality 
within  the  realm  of  possibility  for  a  labor  organization  or  whether 
you  prefer  a  little  academic  freedom  in  the  selection  of  some  local 
representatives  in  a  number  of  districts.  .  .  .  What  do  you  want? 
Do  you  want  an  efficient  organization  or  do  you  want  merely  a 
political  instrumentality?"9 

While  discussing  the  place  of  the  union  leader,  one  should 
take  time  to  examine  his  many  roles  and  his  extremely  difficult 
position.  He  must  be  an  expert  businessman.  He  must  know  his  in- 
dustry as  well  as  the  employer  with  whom  he  bargains.  He  must 
be  an  administrator,  so  that  the  union  will  be  run  in  an  efficient 
manner.  He  must  be  a  politician,  and  keep  the  various  factions 
within  his  union  reasonably  well  satisfied.  This  is  particularly  true 
if  he  wants  to  be  reelected,  and  he  usually  does.  Once  a  man  has 
risen  out  of  the  shops  of  his  trade,  and  had  a  taste  of  the  power 
which  necessarily  comes  with  his  office,  he  seldom  wishes  to  re- 
turn to  the  shops,  or  to  a  skill  with  which  he  is  out  of  touch. 
Thus  to  many  a  union  leader  the  "politician"  aspect  of  his  job 
supersedes  all  the  other  facets  of  his  position.  When  this  becomes 

9  John  L.  Lewis,  as  quoted  in  James  A.  Wechsler,  Labor  Baron,  William 
Morrow  and  Co.,  New  York,  1944,  pp.  78-79. 
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true,  is  the  union  leader  fulfilling  his  responsibilities  to  his  con- 
stituents, and  to  society  as  a  whole? 

The  electric  personality  of  the  labor  leader  must  also  include 
the  quality  of  statesmanship.  How  else  can  he  discharge  his  duties 
to  the  other  groups  in  society  which  cannot  be  separated  from  the 
labor  movement?  In  this  day  and  age,  labor  leaders  are  rightly 
called  upon  to  sit  on  the  highest  councils  of  our  Federal  Govern- 
ment, and  to  participate  in  as  arduous  and  controversial  a  program 
as  price  and  wage  stabilization.  They  must  be  statesmen  if  they 
are  to  serve  our  national  interests. 

As  the  labor  leader  grows  into  the  requirement  of  his  job,  he 
may  develop  a  tendency  towards  moderation  not  shared  by  the 
rank  and  file  of  his  union.  Thus,  at  the  grass-roots  level,  the 
workers,  who  are  not  familiar  with  economic  conditions  and 
problems,  are  calling  for  a  considerable  wage  increase.  In  the 
meantime,  their  president  may  be  a  member  of  a  wage  stabiliza- 
tion board.  On  the  one  hand,  he  may  wish  to  do  the  reasonable 
thing,  which  may  be  to  hold  the  line  or  to  seek  an  increase,  and, 
on  the  other  hand,  he  certainly  wishes  to  keep  his  union  job.  Con- 
flicts on  other  issues  arise  between  the  leadership  and  the  work- 
ers. At  the  top  level,  John  L.  Lewis,  in  1940,  came  out  in  favor 
of  Wendell  Willkie.  His  miners  were  largely  Roosevelt  support- 
ers. At  the  state  level,  it  is  not  unheard  of  for  a  president  of  a 
state  labor  federation  to  come  out  for  a  state  official  to  whom  the 
rank  and  file  objects.  May  a  leader  act  as  an  individual  in  such 
instances?  Should  he  follow  his  convictions  or  speak  out  as  the 
rank  and  file  would  have  him  do?  These  questions  can  not  be 
answered  definitely  "yes"  or  "no."  They  only  serve  to  cast  some 
light  upon  the  tedious  ethical  implications  of  officer-worker  re- 
lationship. These  problems,  of  course,  exist  in  all  other  phases  of 
society  where  elected  officials  represent  or  lead  their  constituents. 

One  might  say  that,  whenever  workers  disagree  with  the  ac- 
tions or  policies  of  their  leader,  they  have  the  opportunity  of  un- 
seating him  at  the  next  union  convention.  This  is  true  only  to  a 
limited  extent.  As  has  been  noted  before,  the  convention  is  an 
unwieldy  affair.  Union  publications  usually  reflect  the  policies  of 
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the  leadership  in  power.  Opposing  parties  have  no  ready  access  to 
them.  Those  in  power  are  in  a  favorable  position  to  line  up  sup- 
port for  themselves,  to  hand  out  patronage  to  locals  they  wish  on 
their  side  of  the  table,  or  to  break  opposition  by  labeling  it  a 
"disruptive"  element.  As  officers  remain  in  power,  their  hold  on 
machine  politics  becomes  stronger. 

Although  some  unions,  such  as  the  United  Automobile  work- 
ers, face  heated  election  contests  at  convention  time,  in  many  the 
top  men  have  held  office  for  years.  They  are  difficult  to  unseat, 
should  an  opposition  seriously  wish  to  do  so.  Daniel  Tobin  has 
been  head  of  the  Teamsters  since  1907,  unopposed  since  1910. 
William  Hutcheson,  president  of  the  Carpenters,  has  been  in  of- 
fice since  1916.  His  son  holds  an  important  office  in  the  same 
union.  The  list  of  union  presidents  who  have  held  office  for  long 
years,  largely  without  opposition,  could  go  on.  Of  course,  it  is 
not  inherently  unethical  for  leadership  to  stay  in  office  over  ex- 
tended periods  of  time.  It  may  be  dangerous,  however,  with  en- 
trenched hierarchies  oiling  the  political  machines  so  that  they 
should  never  break  down. 

Some  unions  have  recently  passed  legislation  to  make  retire- 
ment of  top  officials  mandatory  at  the  age  of  sixty-five.  The  In- 
ternational Association  of  Machinists  passed  such  a  rule  in  1945. 
The  Hat,  Cap  and  Millinery  Workers  witnessed  the  retirement 
of  their  beloved  boss  of  forty  years  in  1950.  Max  Zaritsky  made 
it  clear  at  that  time  that  he  felt  a  man  had  served  his  term  when  he 
reached  sixty-five,  and  that  it  was  up  to  younger  men  to  guide 
the  union's  destiny  at  that  point. 

ETHICAL  PROBLEMS  AND  THE  INDIVIDUAL  MEMBER 

Union  Discipline.  Occasionally  one  meets  a  man  who  once  be- 
longed to  a  union,  but  who  is  extremely  embittered  towards  it 
and  no  longer  carries  a  union  card.  Such  an  individual  may  be 
the  one  who  was  "kicked  out"  of  the  union  or  "disciplined"  by 
the  members  in  power.  What  is  the  meaning  of  this  discipline 
and  when  does  it  take  place? 

A  union,  and  it  is  well  at  this  point  to  think  of  it  at  the  local 
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level,  has  rules— written  and  unwritten.  A  written  rule  might  be 
that  a  member  shall  divulge  no  business  of  any  kind  which  was 
taken  up  at  the  meeting,  or  that  no  criticism  of  the  union  should 
be  voiced  on  the  outside.  An  unwritten  rule  is  often  that  no  union 
member  must  ever  cross  a  picket  line,  particularly  that  of  his  own 
union,  but  also,  perhaps,  not  the  lines  of  other  unions.  In  many 
areas  it  is  to  be  understood  by  members  of  the  various  building 
trade  unions  that  they  shall  not  cross  the  picket  lines  of  f  heir  sister 
locals.  From  the  union's  viewpoint  this  is  a  strong  economic 
weapon  which  often  works  effectively  in  industrial  disputes. 

Since  the  passage  of  the  Taft-Hartley  Act,  sympathetic  strikes 
are  illegal.  The  Act  does  allow  the  individual  worker  to  cross 
the  picket  line  at  his  own  discretion.  However,  it  restricts  con- 
certed action  to  institute  a  sympathetic  strike  by  a  uoion  not 
directly  involved  in  a  dispute.  This  might  be  clarified  by  de- 
scribing a  hypothetical  and  yet  very  realistic  example  showing 
how  the  restriction  now  operates.  The  Carpenters  have  a  dispute 
with  a  contractor:  union  carpenters  are  on  strike  and  form  a 
picket  line  in  front  of  the  contractor's  current  job.  Cement  sup- 
plier B,  who  is  selling  materials  to  A,  has  a  contract  with  the 
Teamsters  Union.  The  Carpenters  go  to  the  Teamsters  and  ask 
the  second  union  to  observe  the  picket  line,  and  not  to  drive  fi's 
trucks  through  the  line,  so  that  the  construction  job  will  be  fur- 
ther retarded.  According  to  the  law,  and  interpretations  by  the 
courts,  it  is  permissible  for  the  individual  teamster  not  to  cross  the 
picket  line.  However,  it  is  illegal  for  the  Teamsters  Union  to  take 
concerted  action  not  to  cross  the  picket  line  of  the  Carpenters 
Union. 

Thus,  an  individual  who  chooses  to  cross  another  union's  picket 
line  is  legally  protected.  Practically,  however,  in  some  of  the  ag- 
gressive building  trade  unions,  he  sometimes  has  little  choice.  If  he 
does  cross  the  line,  he  may  face  the  local's  disciplinary  tribunal, 
which  might  have  been  appointed  by  the  officers  of  the  group. 
This  group  may  fine  him  so  heavily  that  he  has  no  choice  but  to 
drop  his  union  card. 

If  the  union  virtually  controls  the  labor  market,  he  will  experi- 
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ence  difficulty  in  finding  employment.  Or  the  business  agent  may 
follow  the  informal  procedure  of  not  referring  the  "recalcitrant" 
worker  to  any  work  or  contractor. 

In  cases  where  a  member  clearly  violates  his  union  constitution 
or  rules,  there  is  of  course  cause  for  discipline.  When  rules  are 
clearly  outlined,  the  worker  assumes  the  responsibility  of  uphold- 
ing them  at  the  time  he  joins  the  union,  and  the  group  must  en- 
force these  rules  to  maintain  its  effectiveness.10  There  is  also  rela- 
tively widespread  agreement  that  a  union  has  the  right  to  protect 
itself  from  those  who  would  overthrow  it,  or  use  it  only  as  a  de- 
vice to  spread  Communism.  Thus  unions  have  expelled  Commu- 
nist members,  and  the  CIO  threw  out  some  of  its  most  powerful 
unions  because  they  were  controlled  by  Communists. 

Although  expulsion  and  fines  may  serve  as  high-handed  meth- 
ods to  discipline  members,  and  to  protect  the  party  in  power  in 
certain  unions,  it  must  not  be  thought  that  all  unions  are  undemo- 
cratic in  this  respect.  In  most  unions,  the  member  accused  of 
violating  union  rules,  should  the  local  vote  be  against  him,  still 
has  the  right  to  appeal  successively  to  a  district  group,  to  the 
executive  board  of  the  national  union,  and  even  to  the  national 
convention.  Yet,  in  most  cases,  these  higher  bodies  will  not  re- 
verse the  decisions  of  the  lower  echelons. 

As  a  protection  to  the  worker,  the  Taft-Hartley  Act  specified 
that  a  union  with  a  union  shop  contract  may  not  compel  the  em- 
ployer to  fire  a  worker  for  any  reason  other  than  failure  to  pay 
his  union  dues.  This  provision  is  only  a  partial  answer  to  cases  of 
unethical  use  of  union  discipline.  It  does  not  leave  the  union 
enough  room  to  enforce  its  rules  and  to  develop  the  responsibility 
which  is  of  great  importance  to  all  employers. 

Members  in  Restrictions.  Unions  have  been  attacked  for  racial 
discrimination  of  various  kinds.  One  of  these  is  the  exclusion  of 
Negroes,  and  sometimes  other  minorities,  through  constitutional 
provision  and  initiation  rituals.  This  applies  particularly  to  the 

10  Unfortunately  union  rules  are  not  always  clearly  established.  Professor 
Forkosch  suggests  that  more  explicit  statements  of  grounds  for  discipline 
should  be  incorporated  in  constitutions  and  bylaws. 
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Railroad  Brotherhoods.  Other  unions,  like  the  Plumbers,  may 
have  restrictive  measures  practiced  at  the  local  levels.  Still  other 
groups,  such  as  the  Painters,  establish  auxiliary  locals  to  take 
care  of  Negro  membership. 

Membership  restrictions  based  on  race  are  not  practiced  to  any 
noticeable  extent  in  CIO  unions.  This  can  be  attributed  to  the 
CIO's  firm  stand  on  the  question  of  Negro  membership,  and  also 
to  CIO  industrial  unionism  which,  embraces  semi-skilled  and 
unskilled  workers,  and,  therefore,  more  Negroes  than  the  AFL. 
AFL  industrial  unions,  such  as  the  growing  Chemical  Workers, 
have  also  taken  broad  stands  on  Negro  membership,  and  seldom 
adopt  restrictive  policies.  The  AFL  published  a  monograph  in 
1947,  entitled  "Pie  ...  In  the  Sky?  (A  Challenge  to  Negro 
Workers.)"  Designed  as  a  spur  in  its  organizing  drive,  the  pam- 
phlet stressed  the  AFL's  rejection  of  any  membership  restric- 
tions based  on  race,  color,  creed,  or  nationality.  Despite  the  AFL 
statement,  however,  local  unions  and  national  unions  affiliated 
with  the  AFL  often  fail  to  go  along  with  the  AFL's  repeated 
policy.  In  reality,  the  problem  of  racial  restrictions  can  hardly 
be  considered  merely  one  of  union  ethics.  It  is  the  manifestation 
of  a  much  larger  problem  with  which  all  groups  of  society  must 
be  concerned. 

Dues  and  Fees.  Too  much  has  been  said  and  written  about 
union  dues  and  initiation  fees  to  allow  them  to  be  completely 
skipped  over  in  a  study  on  union  ethics.  What  is  the  truth?  Do 
unions  charge  unethically  high  fees  and  dues?  The  answer  is  al- 
most always  "no." 

Florence  Peterson,  in  her  exhaustive  study  American  Labor 
Unions,  finds  most  union  initiation  fees  range  from  two  to  five 
dollars.11  The  fees  in  long  established  craft  unions  tend  to  be 
higher,  and  often  range  between  twenty-five  and  fifty  dollars. 
Wages  for  these  groups  are,  of  course,  also  relatively  higher. 
Exceptions  to  this  general  fact  are  the  one-time  initiation  fees 
of  several  Motion  Picture  Operators  locals,  where  fees  went  as 

11  Florence  Peterson,  American  Labor  Unions,  Harper  and  Brothers,  New 
York,  1945,  p.  123. 
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high  as  a  thousand  dollars  and  of  the  Cement  Mixers  which  also 
charged  exorbitant  fees.  These  are  examples  of  fees  designed  to 
keep  membership  closed  to  those  already  "in."  Since  the  passage 
of  the  Taft-Hartley  Act,  however,  it  is  an  unfair  labor  practice 
for  a  union  to  charge  "excessive  or  discriminatory"  fees  where  a 
union  shop  contract  exists.  This  provision  includes  the  eventual 
judicial  review  of  exorbitant  fees. 

Monthly  dues  seldom  are  over  two  to  three  dollars.  These  sums 
are  sometimes  increased  by  special  assessments  to  establish  a 
"war  chest,"  organize  additional  workers,  or  support  a  particular 
group  out  on  strike. 

Contrary  to  general  beliefs,  the  average  salary  paid  to  top 
union  executives  is  also  not  high.  True,  James  C.  Petrillo,  Presi- 
dent of  the  Musicians,  receives  a  combined  annual  salary  from 
his  international  and  local  approximating  fifty  thousand  dollars. 
John  L.  Lewis  and  William  Hutcheson  (Carpenters)  both  re- 
ceive twenty-five  thousand  dollars.  Dan  Tobin  of  the  Team- 
sters is  paid  thirty  thousand  dollars  and  these  yearly  sums  are 
supplemented  by  expense  accounts.  But  such  salaries  are  not 
representative.  In  the  CIO,  most  presidents  of  national  unions 
are  paid  under  ten  thousand  and  many  of  them  under  five  thou- 
sand dollars.  Walter  Reuther  got  twelve  thousand  five  hundred, 
and  Philip  Murray,  late  president  of  the  CIO  and  the  Steel  Work- 
ers, received  a  total  of  twenty-five  thousand  dollars.  Salaries  of 
AFL  union  presidents  do  run  somewhat  higher,  although  there 
too  one  finds  national  presidents  receiving  under  five  thousand 
dollars.12 

Even  if  some  union  presidential  salaries  should  be  considered 
"high,"  no  ethical  problem  is  necessarily  involved.  Union  mem- 
bers have  realized  that  their  leaders  are  important  executives, 
laden  with  grave  responsibilities,  and  they  usually  take  pride  in 
seeing  their  leaders  adequately  recompensed. 

Financial  Reports.  During  the  past  decade,  there  has  been  great 
public  concern  over  the  financial  reports  of  unions.  This  concern 

12  Philip  Taft,  "American  Labor  Unions,"  Harvard  Business  Review,  Vol.  24, 
pp.  255-256. 
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stemmed  partly  from  the  realization  that  unions  had  become 
"big  business"  in  terms  of  funds  collected  and  disbursed  by  the 
various  organizations.  Literally  millions  of  dollars  are  received 
each  year  by  the  bodies  composing  a  union,  and  the  public  quite 
justifiably  wanted  assurance  that  these  sums  were  accounted  for 
in  a  businesslike  manner.  It  was  also  believed  that  the  many  mem- 
bers who  paid  dues  each  month  were  entitled  to  know  how  their 
money  was  spent.  In  addition,  many  unions  receive  monthly 
payments  under  retirement  and  other  benefit  plans  which  ac- 
cumulate into  sizable  sums.  When  at  intervals  the  public  and  the 
workers  learned  of  labor  racketeers  who  managed  to  siphon  large 
amounts  into  their  own  pockets,  the  pressure  grew  strong  to 
make  detailed  financial  reports  mandatory  for  all  unions. 

When  the  Taft-Hartley  Act  provided  that  unions  had  to 
publish  financial  reports,  many  were  already  doing  so,  especially 
at  the  national  level.13  Others  had  failed  to  do  so  because  there 
was  little  pressure  from  members  for  such  action,  or  because  it 
was  considered  unwise  to  let  management  know  how  much 
money  was  available  to  conduct  the  next  strike  or  to  effect  an 
organization  drive. 

Today  unions,  local  and  others,  that  wish  to  use  the  National 
Labor  Relations  Board  in  order  to  investigate  an  unfair  labor 
practice  of  employers,  or  to  conduct  a  union  representation  elec- 
tion in  an  organized  plant,  must  first  have  filed  financial  reports 
with  the  Secretary  of  Labor.  These  reports,  also  to  be  submitted 
to  the  members  of  the  union,  must  show  the  following  in- 
formation: 

Salaries  paid  to  the  three  principal  officers  and  others  draw- 
ing more  than  five  thousand  dollars  yearly 

Amount  of  initiation  fees,  dues,  and  assessments 

All  receipts  and  sources  of  the  above 

All  disbursements  and  purposes  of  the  above 

Total  assets  and  liabilities 

13  According  to  George  Kozmetsky's  study,  170  out  of  172  union  constitu- 
tions examined  by  him  required  financial  reports.  Many  also  provided  for  audits 
by  independent  accountants.  "Unions'  Financial  Reporting,"  Harvard  Business 
Review,  Vol.  27,  p.  15. 
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Under  the  provisions  of  the  law,  there  is  little  danger  of  fund 
misappropriation  in  unions  which  make  use  of  the  NLRB.  The 
danger  is  present  in  those  unions  that  have  no  established  practice 
of  laying  their  finances  open  and  that  also  do  not  desire  to  be- 
come certified  representatives  through  Board  elections.  Instead, 
they  settle  their  problems  through  strength  and  economic  weap- 
ons. Should  there  be  a  case  of  a  union  which  does  settle  its  differ- 
ences with  management  under  its  own  steam  and  economic 
strength,  and  which  also  has  a  tendency  towards  loose  accounting 
of  union  funds,  the  membership  would  stand  on  dangerous 
ground.  It  could  gain  no  protection  from  the  Board,  of  which 
the  union  makes  no  use  in  the  first  place. 

The  number  of  unions  that  do  not  go  to  the  Board  seems  to 
have  been  growing  since  the  passage  of  the  Taft-Hartley  Act. 
Many  local  groups  do  not  have  the  legal  staff  to  cope  with  Board 
procedure.  Local  officers  of  the  old  type,  often  accustomed 
through  circumstances  beyond  their  control  to  gain  objectives 
by  economic  weapons  such  as  the  strike  and  boycott,  are  distrust- 
ful of  the  Board,  especially  since  the  passage  of  the  1947  Act. 
Of  course,  these  locals  usually  publish  financial  reports  even 
though  they  are  not  under  compulsion  to  do  so.  The  exceptions 
which  treat  financial  affairs  as  strictly  private  business  may  also 
be  using  their  funds  in  perfectly  accountable  ways.  The  business 
affairs  of  legitimate  locals  are  legally  unchecked  and  could  give 
rise  to  ethical  practices.  The  check  in  these  instances  lies  in  the 
hands  of  the  membership  and  does  place  upon  it  a  grave  re- 
sponsibility. 

One  must  conclude  that  generally  unions  in  recent  years  have 
not  hesitated  to  publish  financial  data,  and  there  has  been  very 
little  evidence  of  poor  accounting  for  union  funds.  "It  is  safe  to 
say  that,  on  the  average,  the  financial  reports  of  unions  have  been 
revealed  publicly  in  greater  detail  and  with  greater  frequency 
than  that  of  the  typical  corporation."  According  to  Barbash,  this 
was  true  even  before  legislation  was  passed  making  reports 
mandatory. 
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INTERUNION  RELATIONSHIPS 

One  of  the  most  distressing  problems  about  ethics  in  labor 
unions  is  the  one  dealing  with  jurisdictional  disputes  between 
unions.  These  may  take  various  forms.  There  is,  for  instance, 
the  well  known  dispute  between  the  Carpenters  and  the  Cement 
Workers  over  the  right  to  put  up  wooden  forms  on  construction 
jobs.  The  Carpenters  claimed  the  work,  since  the  forms  are 
wooden  and  constructed  with  their  tools.  The  Cement  Workers 
claimed  the  task  since  it  is  incidental  to  their  work.  This  type  of 
jurisdictional  dispute  is  concerned  with  a  union's  right  to  have 
its  own  members  perform  particular  tasks.  Each  union,  in  its 
charter,  has  its  jurisdiction  spelled  out,  like  a  boundary  line  as 
to  what  kind  of  work  it  shall  encompass.  Yet,  as  technological 
changes  are  introduced,  new  tasks  arise,  and  boundary  lines  may 
no  longer  be  clear.  It  is  often  at  this  point  that  jurisdictional 
strikes  occur. 

One  might  ask:  What  difference  does  it  make  whether  the 
Carpenters  Union  or  the  Cement  Workers  Union  controls  a 
certain  type  of  job,  as  long  as  the  workers  on  the  job  are  organ- 
ized and  obtain  the  benefits  of  unionism?  After  all,  is  not  the 
major  consideration  the  welfare  of  labor  in  general?  This  answer 
would  hold  true  if  all  workers  were  organized  in  one  common 
union.  But  in  America  the  development  of  organized  labor  has 
been  along  craft  lines,  and,  to  this  day,  individual  unions  still 
hold  on  to  their  staked-out  jurisdictional  claims  with  great 
jealousy.  Each  union  is  trying  to  improve  its  own  position,  re- 
gardless of  the  effect  this  attitude  might  have  on  the  entire  labor 
movement.  If  the  Carpenters  Union  can  include  in  its  jurisdiction 
a  greater  number  of  tasks,  it  can  offer  more  job  opportunities  to 
its  own  members.  The  Carpenters  Union,  or  any  other  union, 
for  that  matter,  is  interested  in  securing  employment  for  its  own 
members,  and  not  for  the  membership  of  other  groups. 

This  atomistic  attitude  has  been  accentuated  by  what  has 
been  called  "the  scarcity  of  job  opportunities."  If  there  had  al- 
ways been  plenty  of  work  available  for  all  members  of  all  unions, 
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there  would  have  been  less  inclination  for  internecine  wars  to 
control  job  opportunities  or  tasks.  As  a  result,  one  finds  fewer 
jurisdictional  disputes  in  periods  of  full  employment  than  in  de- 
pressions, when  each  union  is  scurrying  around  to  find  work 
for  its  members.  During  the  conversion  period  before  and  after 
World  War  II,  when  automobile  plants  were  turned  to  and  from 
ammunition  production,  there  was  plenty  of  opportunity  for 
interunion  squabbles  on  jurisdiction.  But  there  was  enough  work 
for  all,  and  no  great  need  to  argue  as  to  who  would  do  it  just 
then. 

Another  type  of  jurisdictional  dispute  is  the  one  which  centers 
over  members,  and  not  the  tasks  which  the  workers  perform. 
This  type  is  illustrated  in  the  constant  raiding  between  the  two 
industrial  textile  unions,  one  affiliated  with  the  AFL,  the  other 
with  the  CIO.  This  type  of  dispute  may  also  take  place  between 
an  industrial  and  a  craft  union,  such  as  the  Brewery  Workers 
and  the  Teamsters,  both  claiming  for  their  own  ranks  the  work- 
ers who  transport  beverages  produced  by  the  Brewery  Workers. 

This  type  of  jurisdictional  dispute  has  been  accentuated  since 
the  formation  of  the  CIO.  The  conflict  between  the  two  great 
federations,  the  AFL  and  the  CIO,  as  to  whether  unions  should 
be  organized  on  a  craft  or  industrial  basis,  has  been  accompanied 
by  the  formation  of  rival  or  dual  unions.  With  extensions  of  mass 
production,  the  AFL,  too,  has  seen  the  establishment  of  industrial 
unions,  so  that  there  are  in  some  instances  two  unions,  formed  on 
almost  identical  lines,  having  jurisdiction  over  the  same  type  of 
work,  or  industry. 

If  it  were  impossible  for  two  unions  in  the  same  field  to  expand 
except  by  raiding  each  other's  membership,  such  rival  unionism 
with  accompanying  jurisdictional  strikes,  might  have  somewhat 
of  a  justification. 

But  that  is  not  the  case.  Especially  in  the  South,  where  not 
half  of  the  textile  workers  are  organized,  there  is  no  good  reason 
why  the  two  textile  unions  could  not  organize  new  workers  in- 
stead of  raiding  each  other's.  Perhaps  it  is  easier  to  raid  a  union 
for  its  members,  already  sold  on  the  purpose  of  labor  organiza- 
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tion,  than  it  is  to  organize  those  who  have  not  yet  learned  of  the 
benefits  of  unions.  But  it  is  certainly  not  ethical. 

Thousands  of  dollars  are  spent  by  the  two  textile  unions  each 
year  to  protect  themselves  from  raids,  and  to  raid  the  enemy's 
ranks.  There  have  been  proposals  to  establish  a  truce,  but  these 
are  still  in  the  discussion  stage. 

Both  AFL  and  CIO  top  union  leadership  have  realized  that 
jurisdictional  strikes  are  deplorable.  The  AFL,  which  has  been 
plagued  with  them  to  a  greater  extent  than  the  CIO,  has  set  up 
various  councils  to  arbitrate  and  mediate  such  differences.  But  too 
often  these  tactics  have  been  ineffective,  particularly  because 
the  national  unions  involved  are  strictly  autonomous  organiza- 
tions, putting  up  with  few  controls  from  the  Federation.  In  fact, 
it  has  unions  that  have  withdrawn  from  the  AFL  rather  than  ac- 
cept decisions  unfavorable  to  their  jurisdiction. 

In  very  recent  years,  a  new  jurisdictional  problem  has  arisen 
with  the  formation  of  rival  unions  to  combat  those  infested  with 
Communist  leadership.  When  the  Communist-dominated  United 
Electrical  Workers  Union  was  expelled  from  the  CIO,  a  new 
union  for  this  industry  was  established,  and,  since  then,  it  has 
had  to  wage  several  battles  with  its  older  rival. 

An  unusual  situation  has  arisen  with  the  establishment  of  John 
L.  Lewis'  District  50,  which  group  accepts  no  boundary  lines 
and  will  seek  its  membership  wherever  it  can. 

How  will  the  jurisdictional  problem  ever  be  solved?  In  Great 
Britain,  where  the  Trade  Union  Congress  does  not  recognize  any 
union's  exclusive  right  to  organize  any  particular  group  of  work- 
ers, there  have  been  almost  no  jurisdictional  disputes.  Should  the 
AFL  and  CIO  merge  into  one  organization,  some  of  the  pressure 
resulting  in  jurisdictional  disputes  will  be  alleviated.  It  is  diffi- 
cult to  hope  for  such  a  merger  until  the  unions  involved  can  agree 
to  some  method  of  settling  overlapping  boundary  lines. 

The  Taft-Hartley  Act  has  outlawed  jurisdictional  strikes,  in 
the  realization  that  such  strikes  are  unfair  to  the  employer  and 
to  the  public.  But  this  legislation  only  tackles  the  symptoms,  and 
leaves  the  causes  of  the  problem  untouched. 
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CONCLUSIONS 

In  retrospect,  what  generalizations  can  one  make  about  ethics 
in  labor  unions?  First,  it  must  be  emphasized  again  that  in  study- 
ing ethical  problems  one  naturally  concentrates  on  the  unethical 
practices.  This  should  not  leave  the  impression  that  unethical  be- 
havior is  the  rule.  On  the  contrary,  it  is  the  exception  in  modern 
unions.  It  is  rare  to  find  a  union  shop  which  does  not  indirectly 
benefit  the  members  and  is  not  supported  by  them,  or  a  checkoff 
which  has  been  pressed  upon  unwilling  but  helpless  members. 
Leaders  who  expel  opposing  factions  and  who  are  embedded 
safely  enough  in  political  machines  to  run  counter  to  the  general 
wishes  of  their  constituents  are  far  and  few  between.  Unfair 
discipline  of  individual  members  is  not  the  general  rule,  by  any 
means.  Exorbitant  initiation  fees,  high  dues,  and  failure  to  produce 
financial  reports  are  also  the  exceptions.  Yet,  it  must  be  said  that 
jurisdictional  disputes  are  still  too  frequent. 

Although  unethical  practices  are  not  widespread,  they  do 
present  a  problem  by  their  very  existence,  and,  as  such,  an  effort 
must  be  made  to  cope  with  them,  or,  better  still,  with  the  human 
conflicts  which  bring  about  these  problems. 

Generally  it  appears  true  that  ethical  behavior  cannot  be  legis- 
lated. The  latter  must  develop  genuinely  through  moral  under- 
standing of  the  involved  parties.  Yet,  as  mentioned  above  in  con- 
nection with  certain  abuses,  several  attempts  have  been  made 
in  the  Taft-Hartley  Act  to  correct  internal  union  malpractices. 

Just  as  resentment  appears  in  all  social  groups  when  govern- 
ment attempts  to  regulate  their  internal  affairs,  so  there  is  much 
resentment  on  the  part  of  the  unions  against  the  government's 
interference  with  their  own  lives.  This  is  particularly  true  in  re- 
gard to  the  provision  which  weakens  a  union's  power  to  discipline 
its  members.  Union  leadership  points  out  the  contradiction  be- 
tween developing  stable  and  responsible  relations  (while  being 
liable  for  breach  of  contract)  and,  on  the  other  hand,  being 
limited  in  disciplinary  powers  to  enforce  responsibility. 

One  might  also  question  the  advisability  of  coping  with  certain 
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abuses  sometimes  associated  with  one  or  another  union  practice 
(e.g.,  union  discipline  and  the  closed  shop)  by  practically  abolish- 
ing these  practices  altogether.  The  arbitrary  wiping  out  of  deep- 
rooted  practices  will  often  result  in  underground  arrangements 
of  the  same  type.  Thus,  in  the  building  trades  and  on  the  water- 
front, where  the  closed  shop  has  been  most  open  to  abuse,  but 
where  no  other  method  of  referring  workers  to  jobs  has  ever 
worked  so  effectively,  the  anti-closed  shop  provision  has  been 
most  ineffective. 

Resentment  on  the  part  of  the  regulated  does  not  dispel  the 
need  for  regulation.  Even  though  it  seems  most  desirable  to  solve 
ethical  problems  from  within  rather  than  by  legislation,  some 
measuring  stick  seeking  to  clarify  what  is  ethical  and  what  is  not 
ethical  serves  a  need  of  society.  The  Taft-Hartley  Act  has 
brought  about  new  tensions  and  increased  litigation,  but  it  has 
also  outlined  certain  standards  and  discouraged  some  abuses.14  It 
viewed  as  a  frajneivork  within  which  those  involved  will  have 
the  opportunity  of  tackling  the  basic  causes  of  their  ethical  prob- 
lems, the  Act  is  fulfilling  a  function.  The  framework,  however, 
must  be  elastic,  so  that  changes  might  be  made  as  circumstances 
warrant.  A  restrictive,  inelastic  legal  framework  is  a  strait-jacket 
in  which  ethics  can  not  develop. 

In  contrast  to  legislation,  the  much  more  effective  and  accept- 
able attempt  to  correct  internal  unethical  union  practices  must 
stem  from  the  members  themselves.  More  widespread  and  active 
participation  of  membership  in  the  affairs  of  its  unions  will  result 
in  cleaner  union  administration  and  in  policies  more  clearly  reflect- 
ing rank  and  file  desires.  In  this  respect,  unions  are  no  different 
from  other  organizations.  Government,  for  instance,  thrives 
under  constant  surveillance  of  its  citizenry,  and  decays  when  the 
people  take  no  interest  in  it.  More  active  participation  may  be 
brought  about  by  workers'  education,  now  a  growing  integral 
union  function.  The  program  of  the  International  Ladies  Gar- 

14  For  an  excellent  study  on  the  effect  of  the  Taft-Hartley  Act  on  labor  re- 
lations, see  George  W.  Taylor,  Government  Regulation  of  Industrial  Relations, 
Prentice-Hall,  New  York,  1948. 
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ment  Workers  Union  is  the  most  widely  recognized.  It  includes 
a  wide  variety  of  subjects  dealing  with  economics,  collective 
bargaining,  parliamentary  law  and  public  speaking,  trade  union 
practices,  current  events,  cultural  topics,  and  hobbies.  Officers 
and  shop  stewards  are  trained  so  that  they  can  more  effectively 
serve  their  members.  The  entire  program  has  brought  about  more 
intelligent  participation  and  interest  in  union  affairs.  Other  un- 
ions have  also  realized  the  values  of  workers'  education,  and  are 
expanding  their  activities  in  this  direction. 

Of  course,  it  must  be  remembered  that  the  labor  movement  is 
relatively  young  in  this  country.  Many  workers  are  not  too  far 
removed  from  the  fighting-organizing  stage  of  collective  bar- 
gaining. This  stage  has  often  been  fraught  with  industrial  conflicts 
which  had  to  be  resolved  and  outgrown  before  interest  could  be 
concentrated  upon  union  administration  and  policies.  In  the 
quick  growth  of  unions,  guided  largely  by  a  necessary  pragmatic 
approach,  there  has  not  always  been  time  to  deal  with  subtle 
ethics.  It  is  to  be  hoped  that,  as  unions  become  more  firmly  estab- 
lished, their  members  will  take  time  to  examine  internal  affairs 
more  closely  than  they  have  done  in  the  past. 

As  outside  anti-union  pressures  are  alleviated,  some  union  prac- 
tices with  which  abuses  have  been  associated  may  slowly  lose 
significance.  As  labor  organization  spreads  in  numbers  and  accept- 
ance by  employers,  the  closed  shop  may  no  longer  be  an  im- 
portant issue  (this  has  happened  in  Great  Britain)  and  the  entire 
struggle  for  the  union's  security  may  lose  importance.  Thus 
employers  and  society  can  play  an  important  role  in  reaching 
some  of  the  basic  aspects  of  union  ethics. 

In  conclusion,  just  as  in  all  phases  of  human  society,  ethics  can 
not  be  dictated  from  the  top  or  by  law,  so  too,  in  unions  ethics 
depend  on  outside  pressures  and  ultimately  develop  only  with 
moral  maturity  on  the  part  of  the  individuals  composing  the  labor 
movement. 


// 
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DR.  JAMES  H.  TAYLOR 

Director  of  Industrial  Relations 
Proctor  and  Gamble  Company 


\/Personnel  administration  involves  the  relationship  between  em- 
ployers and  employees.  It  is  essentially  a  field  that  has  grown  out 
of  the  problems  of  human  relations  in  business  and  the  complexity 
of  the  business  operation./rhe  handling  of  human  relationships 
is  not  nearly  as  severe  a  problem  when  it  involves  two  partici- 
pants, both  of  whom  may  meet  face  to  face.  The  old-time  rela- 
tion in  the  small  store  or  the  small  industry,  when  the  employer 
could  and  did  speak  freely  with  employees,  promoted  good  re- 
lations, for  each  had  an  opportunity  to  discuss  frankly  the  prob- 
lems that  came  between  them.  Nowadays,  corporate  size  and  the 
inevitable  divorce  of  management  from  labor  have  created  the 
whole  new  profession  of  personnel  administration. 

The  great  mass  of  power  in  American  business  is  concentrated 
in  the  corporate  form  of  organization.  Because  of  natural  operat- 
ing advantages  and  limited  disadvantages,  the  corporation  has 
become  the  ideal  form  of  business  structure,  both  for  large  or 
small  units.  In  fact,  approximately  two-thirds  of  all  income  pro- 

186 


Ethics  in  Personnel  Administration  181 

duced  annually  in  this  country  is  created  under  the  direction  of 
the  corporate  style  of  organization. 

To  say  that  this  area  of  business  activity  is  a  direct  result  of  the 
Industrial  Revolution  is  to  oversimplify  the  problem.  It  has  de- 
veloped, undoubtedly,  as  a  continuing  process,  along  with  the 
increasing  complexity  of  the  industrial  machine.  Not  too  much 
in  evidence  in  the  "Roaring  Twenties"  and  the  consequent  pros- 
perity of  the  period,  the  poor  state  of  industrial  relations  in  the 
ensuing  "Great  Depression"  made  a  scientific  attack  upon  it 
necessary.  The  influence  of  World  War  II  accented  recruitment 
of  personnel  for  industrial  operations  followed  by  retraining 
to  civilian  productivity  during  the  era  of  reconversion  following. 
As  a  result  of  all  such  influences,  greater  attention  has  been  paid 
to  the  human  element  in  industry. 

This  area  of  economic  effort  has  great  value  in  the  productivity 
of  the  industrial  enterprise.  As  in  the  case  of  the  proper  selection, 
installation,  and  maintenance  of  a  machine  for  an  industrial  job, 
it  is  important  to  consider  the  selection,  training,  rewarding,  and 
advancement  of  the  personnel  of  the  plant.  In  addition,  in  the 
area  of  ethics  personal  values  are  of  great  moment.  Such  values 
apply  heavily  in  personnel  administration. 

THE  GENERAL  PROBLEM 

There  are  three  general  questions  that  must  be  examined  before 
a  discussion  of  ethics  in  personnel  administration  may  proceed: 

1.  Does,  or  can,  or  should  the  personnel  administrator  have 
a  code  of  ethics  separate  and  distinct  from  that  of  his  employer? 

2.  Does  the  personnel  man  need  a  separate  code,  or  may  he 
operate  within  generally  accepted  ethical  patterns,  such  as  the 
Golden  Rule,  "Honesty  is  the  best  policy,"  and  the  like? 

3.  Assuming  that  the  personnel  administrator  is  entitled  to  his 
own  code,  and  that  he  needs  more  specific  guidance  than  the 
copy  book  maxims,  is  it  possible  at  this  stage  of  development  in 
personnel  administration  categorically  to  write  a  code,  or  are  we 
at  present  in  the  fact-finding  period? 
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One  finds  extremes  in  the  answer  to  whether  the  personnel  ad- 
ministrator may  have  his  owif  code  of  ethics  apart  from  that  of 
his  employer.  Unlike  the  doctor  or  lawyer  who  most  frequently 
acts  independently  or  as  an  individual,  the  great  majority  of 
personnel  men  and  women  are  employed  by  some  other  person 
or  company  or  corporation  for  the  purpose  of  carrying  out 
specific  assignments.  Accordingly,  the  argument  runs  that  in 
such  a  relationship  the  personnel  administrator  must  subordinate 
his  own  standards  to  those  of  his  employer,  and  that  it  is  his 
duty  to  perform  without  evaluating  his  own  conduct. 

Opposed  to  this  mechanistic  concept  is  the  more  idealistic 
view  that  the  personnel  man  not  only  must  demonstrate  a  high 
level  of  personal  ethics,  but  must  also  strive  to  improve  the 
standards  of  the  activity  in  which  he  is  employed.  Should  his 
standards  run  counter  to  those  of  his  employer,  he  has  the  choice 
of  severing  the  relationship,  of  completely  accepting  a  different 
point  of  view,  or  of  working  intelligently  and  persistently  to  re- 
shape his  employer's  pattern  of  conduct. 

/  On  the  whole,  the  personnel  administrator  most  certainly 
should  be  permitted  to  retain  his  own  code  of  ethics  if  it  is 
realistic  enough  to  recognize  the  need  for  temporary  adaptabil- 
ity and  permanent  education/ 

The  answer  to  the  second  question,  whether  or  not  the  person- 
nel man  may  rely  on  generalized  ethical  concepts,  is  also  compli- 
cated by  relatively  fixed  thinking  in  the  field.  For  example,  many 
of  the  teachers  in  the  Jesuit  labor  schools  would  contend  that 
Pope  Leo  XIII  in  his  Rerum  novarum  established  in  1891  a 
relatively  immutable  base  against  which  behavior  may  be  evalu- 
ated, and  that  these  basic  conditions,  as  somewhat  modified  by 
Pope  Pius  XI  in  Quadragesimo  anno  (1931),  will  stand  all  tests 
of  time.  Indeed,  later  attempts  to  establish  a  code  in  the  person- 
nel field  seem  to  produce  generalities.  For  instance,  a  tentative 
code  being  considered  by  the  American  Society  of  Personnel  Ad- 
ministrators lists  as  their  first  principle:  "Support  the  Constitution 
of  the  United  States  and  consistently  discharge  the  duties  of 
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citizenship."  This  scarcely  is  applicable  to  personnel  administra- 
tors alone. 

The  admonition  to  "Be  honest"  or  "Be  fair"  would  appear 
precise  enough,  but,  unfortunately,  it  is  not.  The  personnel  ad- 
ministrator faces  so  many  new  and  varied  experiences  each  day 
on  which  relatively  quick  action  is  expected  that  there  is  not 
time  enough  to  go  through  all  the  reasoning  necessary  to  apply 
a  general  covering  principle.  Furthermore,  generalized  concepts 
tend  to  be  too  finalized.  They  do  not  permit  broadening  or  en- 
lightened re-evaluation  on  the  basis  of  an  intelligent  appraisal  of 
accumulating  experience. 

It  would  appear  that  the  answer  to  the  third  question  is  rela- 
tively simple,  yet  the  attempts  to  formulate  a  code  of  ethics  for 
personnel  administrators  so  far  have  been  characterized  by  an 
amazing  lack  of  research,  and  much  ad  hoc  opinionating. 

Personnel  administration  is  a  too  young  and  tender  field  for 
such  treatment.  How  many  centuries  did  it  take  physicians  to 
evaluate  their  experiences  in  The  Principles  of  Medical  Ethics? 
And  how  long  did  lawyers  accumulate  and  weigh  principles  be- 
fore their  Canons  could  be  considered  a  useful  document? 
/Those  in  the  field  of  personnel  administration  must  forego  the 
pleasures  of  generalizing  and  begin  the  arduous  and  trying  task 
of  collecting  experiences/feut  experiences  in  themselves  will  not 
give  us  a  guide;  they  must  be  evaluated  against  acceptable  criteria, 
so  that  we  may  say  "this  action  was  right  or  proper"  and  "that 
action  was  wrong." 

/What,  then,  may  be/ the  criteria  for  evaluating  actions  in  the 
personnel  field?  Let  us  list  a  few  possibilities  -J 

1.  Is  it  consistent  with  the  "American  way  of  life,"  as  basically 
defined  in  the  Constitution? % 

2.  Does  it  comply  with  all  laws  or  regulations  directed  by 
recognized  authority? 

3.  Is  it  in  harmony  with  the  letter  or  spirit  of  the  union  labor 
contract? 
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4.  Is  it  consistent  with  published  or  understood  policy  as 
stated  by  the  employer? 

5.  Is  it  consistent  with  agreements  which  may  have  been  made 
within  a  trade  association,  within  a  group  of  similar  companies, 
or,  even,  among  a  group  of  friends? 

6.  Is  it  in  accord  with  commonly  agreed  upon  "laws"  of  human 
behavior? 

7.  Is  it  compatible  with  the  accepted  code  of  some  other 
profession? 

8.  Does  it  in  every  way  (by  direction  or  implication)  present 
known  facts? 

9.  Is  it  above-board? 

If  tentative  agreement  may  be  reached  on  these  criteria— and 
much  more  discussion  over  the  years  will  be  needed  to  finalize 
such  evaluating  standards— should  there  not  be  a  series  of  case 
studies,  so  that  personnel  administrators,  like  lawyers,  may  sup- 
port each  evaluation  with  an  agreed-upon  pattern  of  action?  As  a 
starter,  let  an  appraisal  be  made  of  certain  everyday  actions 
against  the  initial  criteria,  and,  not  for  the  purpose  of  provoking 
discussion,  label  each  of  these  actions  as  proper  or  improper. 

1.  Is  it  consistent  with  the  "American  way  of  life,"  as  basically 
defined  in  the  Constitution? 

What  is  the  "American  way  of  life"?  Certainly,  we  can  agree 
that  it  incorporates  the  freedoms,  the  rights  expressed  in  Article 
I  of  the  Amendments  to  the  Constitution,  the  protections  offered 
in  Articles  IV,  V,  VI,  XIII,  XV,  and  XIX.  Furthermore,  the  in- 
creasing body  of  agreed-upon  concepts  built  around  the  defense 
of  private  enterprise  add  some  signposts.  In  this  list  we  might  find 
such  things  as  the  right  to  a  satisfactory  profit,  the  right  to  an 
adequate  day's  pay  for  a  day's  work,  the  opportunity  to  share  in 
the  results  of  increased  productivity  in  accordance  with  contribu- 
tion, and  the  like.  If  these  be  self-evident  truths,  then  it  should 
follow  that  action  contrary  to  them  is  unethical. 
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Proper 

a.  Agreeing  to  a  maintenance 
of  membership  security  clause  in 
the  union. 

b.  Encouraging  employees  to 
vote. 

c.  Requiring  employees  to 
open  packages  at  watch  gates. 

d.  Refusing  to  rehire  an  em- 
ployee previously  dismissed  be- 
cause of  inefficiency  or  miscon- 
duct. 


Improper 

a.  Agreeing  to  a  closed  clause 
(wholly  apart  from  its  illegality 
under  the  Taft  Act). 

b.  Buying  employee  votes  by 
the  promise  of  extra  benefits. 

c.  Opening  and  investigating 
an  employee's  locked  locker 
without  a  search  warrant. 

d.  Maintaining  a  "blacklist." 


2.  Does  it  comply  with  all  laws  or  regulations  directed  by 
recognized  authority? 

This  is  a  relatively  easy  test  on  the  surface,  if  our  personnel 
administrator  knows  his  laws  and  dependent  rulings.  There  are, 
of  course,  some  twilight  areas  in  this  criterion  which,  because  of 
changing  or  ambiguous  rules,  may  confuse  even  the  best  inten- 
tioned.  For  example,  should  the  personnel  administrator  recom- 
mend a  "captive  audience"  treatment  in  the  face  of  a  representa- 
tion claim? 


Proper 

a.  Refusing  to  employ  a  mem- 
ber of  a  minority  group  because 
of  his  race,  creed,  or  color  in  a 
state  where  such  action  is  not 
covered  by  a  law. 

b.  Telling  an  employee  that 
you  would  prefer  not  to  have 
him  join  a  union. 

c.  Requesting  an  exempt  em- 
ployee not  to  disclose  his  exact 
salary  to  a  Wage-Hour  investi- 
gator if  he  earns  more  than 
a  week. 


Improper 

a.  Refusing  to  employ  a  mem- 
ber of  a  minority  group  because 
of  his  race,  creed,  or  color  in 
New  York  State. 

b.  Telling  an  employee  that 
you  will  dismiss  him  if  he  joins  a 
union. 

c.  Advising  a  non-exempt  em- 
ployee not  to  disclose  to  a  Wage- 
Hour  investigator  how  much 
nonrecorded  overtime  he  has 
worked. 
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d.  Advising    an    independent         d.  Paying  a  lawyer  to  act  for 
union  of  changes  in  laws,  where     an  independent  union, 
to  employ  a  competent  lawyer, 
etc. 

In  many  instances,  the  law  is  not  clear  or  the  regulation  ap- 
plicable. Should  not  the  action  then  be  conditioned  on  the  intent 
of  the  law?  For  example,  knowing  the  intent  of  Taft-Hartley,  is 
one  ethically  correct  in  arranging  for  a  "captive  audience"  meet- 
ing despite  recent  NLRB  action  in  the  Bonwit-Teller  case  which 
ruled  that  such  an  audience  is  illegal?  Against  this  criterion,  as 
against  others,  the  question  of  motivation  may  enter  the  picture 
strongly.  The  personnel  director  may  believe  that  a  certain  law 
is  against  the  public  interest  (for  example,  a  law  limiting  the  em- 
ployment of  women),  and  deliberately  break  it  in  an  above-board 
challenge  in  a  test  case.  Or,  he  may  just  as  deliberately  break  it 
covertly  in  the  hope  of  gaining  benefits  and  not  getting  caught. 
We  would  say  the  first  action  is  proper;  the  second,  most  im- 
proper. 

In  our  field,  is  ignorance  of  the  law  an  excuse?  Is  knowledge- 
able violation  unethical,  while  an  act  committed  in  ignorance  of 
the  law  an  ethical  practice?  If  so,  we  need  to  know  not  only  the 
motivation  of  the  man,  but  also  his  training,  intellectual  equip- 
ment, and  experience. 

3.  Is  it  in  harmony  with  the  letter  or  spirit  of  the  union  labor 
contract? 

This  should  be  an  easy  test,  but  the  increasing  number  of  arbi- 
trations indicates  the  difficulty  of  reaching  a  community  of  opin- 
ion even  after  "agreements"  are  reduced  to  writing.  Assuming, 
however,  that  there  has  been  a  true  meeting  of  the  minds,  and 
that  there  has  been  a  faithful  transcription  of  this  agreement,  then 
the  test  should  be  fairly  simple. 

Proper  Improper 

a.  Asking  the  union  to  amend  a.  Extending  the  lunch  period 
the  hours  of  work  section  to  ex-     by  fifteen  minutes,  then  accept- 
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tend  the  lunch  period  by  fifteen     ing  the  breach  of  contract  as  a 
minutes.  grievance. 


b.  Presenting  to  the  arbitrator 


b.  Suborning  the  arbitrator  in 


a    factual    brief    concerning    a     any  way  or  fashion, 
grievance. 

4.  Is  it  consistent  with  published  or  understood  policy,  as 
stated  by  the  employer? 

More  and  more  frequently  companies  are  issuing  statements 
concerning  their  "beliefs"  or  "creeds"  with  reference  to  the 
handling  of  personnel  relations.  Standard  Oil  of  New  Jersey  and 
Standard  of  California  produced  such  statements  over  thirty  years 
ago.  Perhaps  one  of  the  best  known  is  the  creed  developed  in 
General  Foods  about  fifteen  years  ago.  Proctor  and  Gamble  pub- 
lished a  series  of  eight  statements  of  personnel  policy  under 
the  title  of  "We  Believe"  circa  1945.  The  personnel  administra- 
tor in  companies  who  have  publicly  stated  such  principles  could 
scarcely  depart  from  them  and  still  maintain  an  appearance  of 
ethical  conduct. 


Proper 

a.  Advising  management  of 
dereliction  of  duty  of  a  line 
officer. 

b.  Acknowledging  representa- 
tion rights  of  a  union  publicly. 

c.  Supporting  the  administra- 
tion of  a  rate  range  type  of  merit 
rating  plan. 

d.  Actively  administering  and 
supporting  a  community  project, 
such  as  the  Community  Chest. 


Improper 

a.  Correcting  the  dereliction 
of  duty  of  a  line  officer. 

b.  Covertly  attempting  to  dis- 
credit the  union. 

c.  Encouraging  supervision  to 
move  employees  quickly  to  the 
top  rate  to  avoid  wage  argu- 
ments. 

d.  Letting  people  know  that 
collection  of  subscriptions  is  dis- 
tasteful to  you  but  that  you  are 
being  a  "good  soldier." 


5.  Is  it  consistent  with  agreements  which  may  have  been  made 
within  a  trade  association,  within  a  group  of  similar  companies, 
or,  even,  among  a  group  of  friends? 

As  an  example,  let  us  suppose  that  an  association  of  manufac- 
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turers  solemnly  convene  and  agree  that  they  will  not  pirate  any 
technical  personnel  earning  more  than  five  thousand  dollars  per 
year.  Is  the  personnel  man  in  a  member  company  ethical  if  he 
hints  about  an  offer  to  an  engineer  working  for  another  associa- 
tion member?  Or,  as  another  example,  what  is  the  ethical  pattern 
when  John  Jones  makes  an  informal  agreement  with  his  friend 
Smith  to  send  him  any  good  toolmakers  whom  Jones  may  lay  off? 


Proper 

2.  Carrying  out  an  agreement 

not    to    change    fringe    benefits 

(other  than  pay  and  hours)  until 

after  due  notice  to  a  given  group. 

b.  Offering  employment  to  an 
individual  who  is  leaving  a  mem- 
ber company  after  checking  to 
make  sure  he  really  is  leaving. 


c.  Keeping  given  groups  in- 
formed of  union  activities  in 
your  plant  or  area. 


Improper 

a.  Publicly  announcing  (and 
perhaps  agreeing  to)  a  certain 
starting  salary  rate,  then  covertly 
offering  more  on  an  individual 
basis. 

b.  Approaching  an  individual 
with  an  offer  of  employment;  or 
informing  him  he  must  resign 
from  his  present  job  before  you 
can  make  an  offer,  but  assuring 
him  of  an  offer. 

c.  Giving  "inside  information" 
to  a  union  to  aid  and  abet  the  or- 
ganization of  a  competitor. 


6.  Is  it  in  accord  with  commonly-agreed  upon  "laws"  of 
human  behavior? 

Should  a  personnel  administrator  keep  in  mind  the  psychologi- 
cal condition  of  an  employee  when  handling  a  grievance  or  a 
personal  problem?  For  instance,  should  he  permit  a  known  psy- 
chopath to  refuse  a  benefit  to  which  he  is  entitled? 


Proper 

a.  Advising  an  introverted, 
low  test  score  individual  not  to 
seek  employment  in  sales. 

b.  Encouraging  extra  effort 
by  getting  men  to  compete  with 
one  another. 


Improper 

a.  Advising  low  test  score  in- 
dividuals to  seek  manual  employ- 
ment rather  than  to  pursue  a 
higher  education. 

b.  Eliminating  the  minority 
problem  by  stirring  up  racial  in- 
tolerance. 
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7.  Is  it  compatible  with  the  accepted  code  of  some  other 
profession? 

The  doctor-patient  relationship  presents  this  problem  at  times. 
The  company  doctor  discovers  a  poor  heart  condition  in  Black. 
He  passes  this  information  along  to  the  personnel  director.  (So 
far,  the  ethics  of  the  doctor  are  involved.)  The  personnel  direc- 
tor knows  Black  is  being  considered  for  a  promotion  involving 
considerable  stress.  Should  he  advise  top  management  of  Black's 
condition? 


Proper 

a.  Passing  along  to  top  man- 
agement impressions  of  employee 
attitudes  gained  through  identi- 
fied interviews. 

b.  Accepting  gifts  of  limited 
value  during  the  holiday  season. 


c.  Keeping  notes  of  inter- 
viewee reaction  during  an  inter- 
view. 


Improper 

a.  Passing  along  to  top  man- 
agement a  definite  expression  of 
opinion  given  in  confidence  by 
an  employee  or  fellow-worker. 

b.  Accepting  a  valuable  gift  on 
the  condition  that  you  will  ad- 
vise a  competitor's  personnel  di- 
rector of  any  marked  change  in 
the  work  force. 

c.  Making  a  recording  of  an 
interview  without  the  interview- 
ee's knowledge. 


8.  Does  it  in  every  way  (by  direction  or  implication)  present 
known  facts? 

The  competent  personnel  man  should  assume  the  mantle  of 
a  researcher,  as  contrasted  with  a  lawyer,  in  preparing  his  argu- 
ments with  respect  to  a  proposal.  He  should  avoid  hunting  for 
only  those  arguments  which  support  his  case. 


Proper 
a.  Holding  back  significant  in- 
formation  during   a   bargaining 
session  if  it  does  not  affect  a  point 
at  issue. 


Improper 
a.  Telling  only  half-truths  in 
bargaining;  for  example,  with- 
holding information  concerning 
the  expected  size  of  a  department 
when  the  question  of  number  of 
stewards  per  employee  is  being 
discussed. 
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b.  Presenting  all  the  necessary         b.  Arguing  a  case  on  average 
data  on  a  point  in  issue  but  not     figures  where  a  median   is  the 
performing  all  the  needed  calcu-     true  index  of  central  tendency, 
lations. 

9.  Is  it  above-board? 

This  is  an  especially  difficult  question,  particularly  in  the  field 
of  collective  bargaining  which  is  often  premised  on  concealing 
one's  hand  for  various  periods.  Being  "above-board"  is  contrasted 
with  misrepresentation  in  that  misrepresentation  deals  with  what 
is  done  whereas  "above-board"  is  concerned  with  hoiv  things 
are  done. 

Proper  Improper 

a.  Openly    asking    employees  a.  Planting  stooges  in  a  union 
what  is  the  attitude  of  the  force  meeting  as  reporters, 
concerning  an  issue. 

b.  Openly  requesting  employ-  b.  Planting   stooges    to   influ- 
ees  to  support  a  proposed  action,  ence  fellow-employees  with  re- 
spect to  an  issue. 

c.  Moving  a  union  president  c.  Moving  a  union  president 
into  supervision  because  he  is  into  supervision  because  he  is 
qualified.  stirring  up  trouble  in  the  plant. 

d.  Advising  an  employee  she  d.  Arranging  to  force  a  trou- 
is  being  dismissed  because  she  is  blemaker  into  resigning  by  as- 
a  troublemaker,  and  facing  the  signing  her  impossible  tasks, 
issue  with  a  union. 

It  is  with  this  ninth  criterion  that  we  will  face  the  most  frequent 
and  troublesome  dilemma.  What  is  the  conflict  between  being 
perfectly  "above-board"  and  being  "politic?"  What  is  the  real 
difference  between  a  barefaced  lie  and  a  "little  white"  one?  Per- 
sonnel directors  frequently  are  hired  for  their  jobs  because  they 
are  "politic"  or  "smooth"  or  "have  a  way  with  people."  Should  a 
personnel  director  tell  an  employee  he  cannot  be  promoted  be- 
cause he  lacks  the  intelligence  for  the  job,  or  should  he  persuade 
the  man  that,  while  he  could  do  the  job,  he  would  be  happier  in 
another  field?  Doctors  frequently  withhold  information  concern- 
ing malignant  diseases;  lawyers  rarely  face  this  kind  of  dilemma. 
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Does  it  leave  us  again  with  an  inquiry  into  that  area  of  no  fixed 
standards:  what  is  the  man's  reason  or  motivation? 

The  experimental  approach  to  the  question  of  establishing 
a  workable  code  of  ethics  for  personnel  administrators  requires 
first,  the  abandoning  of  generalization;  second,  constant  attention 
to  the  gathering  of  examples;  and  third,  intelligent  appraisal  and 
classification  of  these  examples  by  men  of  stature  in  the  field. 
As  a  framework  for  further  study  and  development  the  following 
premises  might  be  used  as  guides: 

1.  Generalized  ethical  concepts,  such  as  "honesty  is  the  best 
policy"  must  be  recognized  as  fundamental  but  as  not  exact 
enough  to  guide  conduct  in  specific  instances. 

2.  Ethical  conduct  is  any  pattern  of  behavior  which  is  agreed 
upon  as  "proper"  or  "appropriate"  or  "right"  or  "good"  by  men 
of  good  repute  in  the  field. 

3.  In  a  new  profession,  many  areas  of  behavior  are  so  unformed 
or  vague  as  to  make  appraisal  difficult.  Ignorance  may  produce 
behavior  which,  later  on,  will  be  labeled  as  unethical. 

4.  The  ethics  of  the  personnel  administrator  and  the  ethics 
of  his  employer  may  clash.  In  this  case  the  personnel  man's  ethics 
may  become  goals  rather  than  practices. 

5.  Where  areas  of  behavior  are  not  yet  evaluated,  the  motiva- 
tion of  the  actor  may  be  of  prime  importance.  It  will  be  neces- 
sary to  appraise  the  background,  training,  previous  experiences, 
ideals,  and  concepts  of  the  man  before  any  appraisal  of  the  action 
is  fair  or  proper. 

6.  The  will  "to  do  the  right  thing"  may  be  modified  by  the 
nature  of  the  job  to  an  indirect  rather  than  a  direct  approach. 

CONCLUSIONS 

There  is  certainly  one  truth  more  evident  in  personnel  ad- 
ministration than  in  practically  any  other  area  of  economic  activ- 
ity. The  newness  of  the  field  and  the  responsibilities  of  the  person- 
nel administrator  have  made  insecure  the  codes  of  ethics  that  are 
in  process  of  construction.  Too  little  is  yet  known  of  the  manner 
of  treating  human  beings  in  the  industrial  enterprise.  There  is  no 
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real  method  for  evaluating  the  long  range  development  of  in- 
dustrial relations  techniques  as  yet. 

However,  in  any  activity  where  human  relations  are  of  para- 
mount importance,  it  is  evident  that  the  question  of  ethics  will 
need  to  be  considered.  There  can  be  no  divorce  of  moral  action 
and  human  relations,  for  they  are  tied  together  inseparably. 
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Business  ethics  in  the  field  of  insurance  may  be  conveniently 
divided  into  two  parts.  There  are,  first  of  all,  those  broad  princi- 
ples which  guide  the  insurance  companies  themselves  in  their  in- 
ternal operations,  in  their  dealings  with  other  carriers,  and,  most 
important  by  far,  in  their  responsibilities  to  the  general  public. 
For  reasons  which  will  become  clear  shortly,  we  shall  be  chiefly 
concerned  with  the  last  mentioned,  the  responsibilities  to  the 
public.  Secondly,  there  are  some  very  specific  ethical  principles 
for  those  who  advise  the  public  professionally  about  their  in- 
surance exposures  and  the  coverages  available.  These  advisors 
may  be  brokers,  agents,  salaried  salesmen,  or  independent  analysts. 
Although,  there  may  be  a  little  difference  in  the  professional  status 
of  the  individual,  there  is  a  special  need  for  a  very  high  personal 
standard  of  conduct  and  performance  for  everyone  engaged  in 
this  part  of  the  business.  The  public  is  entitled  to  know  these 
norms,  just  as  they  recognize  them  in  the  more  formalized  pro- 
fessions of  medicine  and  law. 
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To  get  a  better  idea  of  these  two  aspects,  it  would  be  best  to 
describe  briefly  what  insurance  is,  its  scope,  and  its  organizational 
parts. 

Perils  to  property  and  to  life  existed  long  before  insurance. 
As  soon  as  the  first  man  was  born,  and  became  subject  to  this  un- 
predictable world,  he  was  exposed  to  certain  dangers;  as  soon  as 
he  built  a  little  shack  for  himself,  he  had  some  property  which 
was  exposed  to  perils;  as  soon  as  he  began  to  move  around  among 
others  who  shared  this  world,  he  increased  greatly  his  exposures 
to  loss  by  the  possibility  of  being  held  responsible  for  injury  to 
others  or  damage  to  others'  property.  Insurance  merely  developed 
as  an  arrangement  for  making  what  was  uncertain  certain.  Each 
individual  in  a  group  makes  a  contribution  to  a  fund  out  of  which 
the  unlucky  ones  who  suffer  a  loss  may  be  indemnified.  There  are 
some  very  good  insurance  arrangements  and  some  very  poor  ones. 
The  ideal  insurance  arrangement  is  one  in  which  there  are  suffi- 
cient units  in  the  group  so  that  the  law  of  large  numbers  would 
apply,  in  which  any  possible  loss  would  be  unpredictable  and  un- 
certain, in  which  the  occurrence  of  a  loss  would  be  definite  in 
time  and  place,  and,  finally,  in  which  there  would  be  no  danger 
of  complete  catastrophe  so  that  all  units  would  be  exposed  to  the 
same  peril  at  the  same  time.  Existing  fields  of  insurance  measure 
up  to  the  requirements  of  an  ideal  insurance  arrangement  in  vary- 
ing degrees,  but  virtually  every  exposure  for  mankind  can  be 
covered  by  some  form  of  insurance  despite  the  difficulty  en- 
countered in  trying  to  provide  a  pooling  of  risks. 

All  uncertainties  may  be  divided  in  this  fashion:  something  may 
happen  to  an  individual  himself;  something  may  happen  to  his 
belongings;  something  may  happen  to  other  persons  or  their 
property  for  which  this  individual  may  be  held  responsible.  The 
fields  of  insurance  which  cover  what  may  happen  to  the  individ- 
ual himself  are  life  insurance,  accident  and  health,  hospitaliza- 
tion, old  age  insurance  and  unemployment  insurance.  He  can  die 
too  young  or  he  can  live  too  long.  He  can  be  disabled,  or  he  can 
be  subject  to  the  economic  hazard  of  unemployment. 

The  individual's  own  property,  whether  real  or  personal,  is 
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exposed  to  all  kinds  of  perils:  fire,  lightning,  windstorm,  hail, 
explosion,  riot,  vehicle  damage,  water  damage,  earthquake,  theft, 
and  the  failure  of  others  to  perform  their  duties.  There  are  count- 
less names  to  describe  the  forms  of  policies  which  may  be  written 
to  cover  the  many  perils  to  a  man's  property.  Because  of  histori- 
cal development  and  state  legislation,  these  perils  were  divided 
into  categories  and  insured  separately  under  the  broad  names  of 
fire,  marine,  casualty,  fidelity,  and  surety.  In  recent  years,  there 
has  been  a  gradual  trend  toward  bringing  together  all  these 
property  exposures  and,  more  and  more,  to  provide  all-risk  or 
comprehensive  forms  of  contracts. 

Our  third  grouping  of  uncertainties  was  that  something  might 
happen  to  others  or  to  the  property  of  others  for  which  an  indi- 
vidual might  be  held  responsible.  This  has  been  covered  prin- 
cipally by  what  is  called  casualty  insurance-workmen's  compensa- 
tion and  employers'  liability,  automobile  liability,  aircraft  liabil- 
ity, premises  liability,  contractor's  liability,  products  liability, 
assumed  liability,  liability  for  the  acts  of  independent  contractors, 
the  malpractice  liability  of  professional  people,  and,  of  course, 
the  personal  liability  of  individuals  in  their  everyday  activities. 
Here  again  there  are  countless  forms  and  names  of  coverages; 
here  there  is  a  trend  toward  comprehensive  forms  of  third  party 
liability  insurance  which  do  include  all  of  these  specific  types  of 
liability  policies. 

Until  a  few  years  ago,  from  the  standpoint  of  coverages  pro- 
vided, there  were  three  types  of  insurance  carriers:  life,  fire- 
marine,  and  casualty.  There  was  always  a  minority  of  specialty 
companies  which  handled  only  one  limited  class  of  insurance,  and 
there  were  also  isolated  instances  where  locally  an  organization 
broke  through  the  major  divisions  of  the  insurance  business.  Gen- 
erally speaking,  however,  there  were  the  three  types.  Now,  in  al- 
most all  states,  it  is  permissible  to  bring  together  fire,  marine,  and 
casualty  into  one  carrier;  it  is  only  life  insurance  which  is  kept 
as  a  separate  entity.  From  the  standpoint  of  internal  structure, 
all  of  these  organizations  may  be  divided  generally  into  the  fol- 
lowing: stock  companies  which  are  corporations  organized  for 
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profit;  mutuals,  which  are  associations  of  individual  policy  hold- 
ers under  some  plan  recognized  by  the  state;  reciprocals,  which  are 
similar  to  mutuals  but  have  an  attorney  appointed  to  act  for  the 
members  and  manage  their  affairs;  Lloyds  associations,  which  are 
large  limited  partnerships  organized  for  profit;  and  government 
insurance  plans,  whereby  a  state  or  the  Federal  Government  can 
insure  itself,  and  operates  an  insurance  system  by  collecting  pre- 
miums and  paying  losses. 

Whatever  type  of  organization  it  may  be,  there  are  certain 
definite  organic  parts:  an  executive  staff  for  over-all  operations; 
a  production  section  which  has  control  of  fieldmen,  agents, 
branch  offices,  advertising,  publicity,  an  underwriting  section 
which  offers,  accepts,  and  refuses  risks  and  supervises  forms  and 
rates;  a  claim  department  for  the  settlement  of  losses;  an  engineer- 
ing and  inspection  department  for  safety  work,  risk  appraisal 
and  auditing;  an  investment  department  for  all  financial  matters; 
and  a  general  service  section  which  includes  many  important 
functions  such  as  accounting,  statistics,  purchasing,  supply,  per- 
sonnel, filing,  mailing,  and  stenographic  services.  Roughly  fifty 
per  cent  of  all  of  those  employed  in  the  insurance  industry  are 
agents,  brokers,  salaried  salesmen,  and  other  types  of  producers; 
the  other  fifty  per  cent  are  occupied  in  all  of  the  other  types  of 
sections  described.  These  production  forces  are  the  immediate 
contact  of  the  industry  with  the  public,  and  that  is  the  reason  for 
their  importance  from  the  standpoint  of  business  ethics. 

We  shall,  however,  first  consider  the  insurance  companies 
themselves.  Ethical  standards  for  insurance  companies  are  much 
more  exacting  than  those  for  ordinary  commercial  enterprises. 
Insurance  is  a  public  service  industry.  It  is  an  industry  "affected 
with  a  public  interest"— like  railroads  or  public  utilities.  There 
is  hardly  a  person  in  the  country  who  has  not  benefited  directly 
or  indirectly  by  some  form  of  insurance.  The  number  of  people 
affected  is  most  vivid  when  a  disaster  of  catastrophe  proportions 
strikes,  such  as  the  San  Francisco  fire,  the  Texas  City  explosion,  or 
the  eastern  windstorm  of  November,  1950.  A  remarkable  num- 
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ber  of  people  are  then  reimbursed  for  loss  of  life  and  property. 
In  the  last  mentioned  windstorm,  it  was  estimated  that  over  one 
and  one  quarter  million  policies  were  affected  by  that  single 
storm.  In  its  daily  operations,  the  average  business  venture  simply 
cannot  assume  the  numerous,  complicated  exposures  which  it 
has  to  all  kinds  of  loss;  it  cannot  afford  to  operate  without  in- 
surance. Credit  would  not  be  granted  by  financial  institutions 
for  operating  capital  or  for  the  purchase  of  property  without 
the  safeguard  of  insurance. 

Insurance  is  the  largest  industry  in  the  United  States.  The 
assets  of  insurance  companies  are  almost  ten  times  as  much  as  the 
assets  of  the  automobile  or  the  iron  and  steel  industry.  Mere  big- 
ness creates  a  special  responsibility.  Economically,  insurance  has 
a  tremendous  effect  on  the  entire  national  economy.  No  other 
industry  has  the  number  of  money  transactions  involved  in  in- 
surance. Huge  reserves  for  losses  to  be  paid  and  for  unearned 
premiums  are  invested  in  all  kinds  of  bonds  and  stocks,  in  real 
estate  and  mortgages. 

Finally,  there  is  one  very  important  factor  which  places  the 
insurance  business  in  a  class  by  itself  from  an  ethical  standpoint. 
Many  forms  of  insurance  are  mandatory,  or  almost  mandatory, 
by  local,  state,  or  Federal  law.  Yet,  the  insurance  required  is  not 
always  taken  over  by  a  government  insurance  program.  The  gov- 
ernment has  gone  quite  far  in  insurance.  On  the  Federal  level, 
it  provides  insurance  for  old  age  and  survivors,  bank  deposits,  life 
insurance  for  servicemen  and  war  damage  insurance  in  time  of 
war,  crop,  unemployment  compensation,  civil  service  retirement 
and  disability,  mortgage  and  home  financing,  and  some  work- 
men's compensation.  There  is  the  inevitable  question  of  how  far 
socialization  of  insurance  should  go:  what  forms  should  be 
handled  by  the  government  and  what  by  private  enterprise.  In 
a  government  program,  there  is  always  the  danger  of  political 
control,  of  government  subsidy  supported  by  taxation  instead  of 
a  proper  insurance  arrangement,  of  losing  the  business  efficiency 
and  ability  which  has  characterized  insurance  as  private  enter- 
prise. In  any  event,  there  is  a  large  area  of  insurance  which  is 
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mandatory  or  practically  mandatory  in  form,  which  is  provided 
by  private  companies: 

Workmen's  compensation  in  most  states 

Nonoccupational  disability  insurance  in  several  states 

Compulsory  automobile  insurance  in  one  state 

Automobile  insurance  generally  in  all  states  with  financial 
responsibility  statutes 

Cargo  insurance  for  motor  carriers 

Insurance  protection  on  public  buildings  or  for  certain  mu- 
nicipal, county,  and  state  operations 

Liability  insurance  to  comply  with  local  ordinances 

Local,  state,  or  Federal  requirements  for  surety  bonds. 
The  seriousness  of  this  responsibility  may  be  better  understood 
from  one  example. 

As  in  many  other  states,  California  has  a  financial  responsibility 
automobile  law  which  provides  that  any  motorist  involved  in  an 
accident  causing  injury  to  another  or  damage  to  another's  prop- 
erty in  excess  of  a  hundred  dollars  shall  have  his  license  suspended 
unless  security  is  deposited  to  satisfy  any  possible  judgment  re- 
sulting from  the  accident.  This  is  done  regardless  of  fault  and 
before  any  determination  of  responsibility.  It  is  also  provided, 
however,  that  if,  at  the  time  of  the  accident,  the  motorist  had  an 
automobile  liability  policy,  then  no  security  is  required.  Obvi- 
ously, the  only  way  for  the  ordinary  individual  to  protect  himself 
in  such  a  state  is  to  make  sure  that  he  has  an  automobile  liability 
policy  before  any  accident  occurs.  When  it  was  realized  that 
some  people  in  California  could  not  secure  insurance,  a  state 
insurance  fund  was  proposed.  In  its  place,  an  "assigned  risk  plan" 
was  adopted  by  law,  whereby  each  insurance  carrier  in  the 
state  would  agree  to  take  his  proportion  of  those  risks  which 
could  not  be  placed  normally.  One  insurer  refused  to  subscribe 
to  the  plan  and  the  Insurance  Commissioner  suspended  his  license. 
Litigation  followed  which  went  all  the  way  to  the  Supreme  Court 
of  the  United  States  in  1951.  In  effect,  the  Court  held  that,  since 
the  financial  responsibility  law  made  insurance  essential  and  since 
the  state  could  take  over  the  entire  business  and  leave  nothing 
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for  private  enterprise,  it  could  compel  the  individual  insurer  to 
share  the  unwanted  risks  in  an  equitable  fashion  if  the  insurer 
wished  to  retain  his  privilege  of  writing  automobile  insurance  in 
the  state.  It  can  thus  be  seen  that,  in  those  types  of  insurance 
which  are  mandatory  or  practically  mandatory  by  some  law, 
there  is  the  greatest  degree  of  responsibility  to  provide  a  market 
for  the  public. 

Since  the  insurance  industry  is  a  public  service  industry,  it  is 
subject  to  a  great  deal  of  state  regulation.  In  fact,  it  is  probably 
one  of  the  most  carefully  regulated  businesses  of  any  type.  In 
every  state,  there  is  considerable  legislation  on  every  phase  of 
insurance  operation.  There  are  very  detailed  requirements  for 
surplus  and  for  state  deposits  to  secure  a  company  license.  To 
protect  the  public  against  the  possibility  of  an  insurer's  becoming 
insolvent,  unearned  premium  reserves  and  unsettled  loss  re- 
serves are  maintained  in  a  very  precise  manner.  The  rules  for 
calculating  these  reserves  are  too  complicated  to  be  included 
here;  they  are  so  strict,  however,  that  it  is  not  unusual,  in  certain 
classes  of  business,  for  there  to  be  no  possibility  of  underwriting 
profit  which  will  be  reflected  in  the  surplus  of  the  company  until 
the  fourth  year  after  the  business  is  written.  In  many  states,  there 
are  very  specific  sections  of  the  insurance  law  which  actually  dic- 
tate the  wording,  and  even  the  size  of  type,  for  certain  insurance 
contracts.  Special  sections  cover  the  licensing  of  individual  agents, 
brokers,  and  other  producers.  These  statutes  usually  define  unfair 
practices  and  forbid  them:  misrepresentations,  false  advertising, 
defamation  of  competitors,  boycott,  coercion,  intimidation,  false 
financial  statements,  discrimination  between  individuals  of  the 
same  class  or  similar  risks,  rebating  (which  is  the  payment  of  some 
valuable  consideration  by  a  company  or  an  agent  as  an  induce- 
ment when  such  payment  is  for  insurance  not  specified  in  the 
contract) ,  and  other  improper  acts.  As  we  shall  see  shortly,  dur- 
ing the  last  few  years,  these  states  have  added  coverages  for  laws. 
At  the  end  of  each  year,  huge  financial  statements  and  long 
operating  statements,  with  complicated  schedules  supporting 
each  item,  are  required  to  be  filed  in  every  state.  To  make  sure 
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that  all  these  laws  are  followed  and  that  no  individual  company- 
is  mismanaged  so  that  there  is  a  possibility  of  failure  harmful  to 
the  public,  each  state  maintains  its  own  insurance  department. 
Visiting  state  auditors  make  examinations  on  a  basis  so  carefully 
planned  that  nothing  is  missed.  The  facts  must  agree  with  the 
statements.  These  investigations  sometimes  take  many,  many 
months,  during  which  each  transaction  is  examined.  It  is  hard  for 
anyone  outside  of  the  insurance  industry  to  understand  the 
rigid  control  that  exists.  Oddly  enough,  this  rigidity  was  not 
created  wholly  as  a  result  of  abuses  in  the  profession,  but,  in  many 
instances,  arose  from  the  wishes  of  those  in  the  business  to  make 
certain  that  there  would  be  no  harm  done  to  the  public  because 
of  some  carrier's  failure,  improper  coverage,  or  unfair  rate. 

It  is,  therefore,  true  that  much  of  what  is  ethical  or  unethical  for 
insurance  companies  in  their  operations  has  been  spelled  out  in 
the  statutes  of  the  various  states.  Of  course,  it  is  axiomatic  that 
the  terms  unethical  and  illegal  are  not  synonymous.  On  the  one 
hand,  there  is  a  vast  difference  in  the  scope  of  what  is  specifically 
declared  illegal  by  statute  and  what  is  understood  as  unethical  in 
the  business.  On  the  other  hand,  there  may  be  something  which 
is  legal  but,  in  a  broader  sense,  unconscionable  behavior  toward 
the  public.  A  good  example  of  a  subject  that  has  been  covered 
in  detail  by  a  great  amount  of  legislation,  and,  at  the  same  time, 
has  been  a  constant  ethical  problem  from  the  very  beginning  of 
insurance  in  the  United  States,  is  the  familiar  problem  of 
monopoly. 

Monopoly,  basically,  is  a  control  of  a  particular  business  to  a 
point  which  enables  companies  to  fix  prices.  Yet  insurance  is  a 
business  in  which  a  spread  of  risk  is  essential  for  a  good  insurance 
arrangement,  so  that  an  average  charge  may  be  made  to  all  per- 
sons with  a  similar  exposure  to  risk.  In  most  classes  of  insurance, 
a  number  of  companies  must  pool  their  experience  in  order  for  an 
equitable  rate  to  be  reached.  During  the  growth  of  the  insurance 
business  in  the  United  States,  there  were  some  very  disastrous 
periods;  from  1850  to  1900  especially,  open  competition  and  in- 
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adequate  rates  brought  about  a  great  number  of  insurance  com- 
pany failures.  The  rise  of  wild-cat  companies  and  cut-rate  prac- 
tices during  a  period  of  open  competition  would  result  in  so  many 
failures  that  the  public  itself  would  become  aroused  and  demand 
some  conformity.  Insurance,  in  a  sense,  is  an  intangible  business. 
It  is  not  like  selling  a  bag  of  salt.  Ordinarily,  at  the  time  of  the 
transaction,  the  salt  is  actually  handed  over,  the  cost  is  known, 
the  profit  or  loss  is  known,  and  the  transaction  is  complete.  The 
eventual  cost  of  an  insurance  contract  to  a  company  is  uncertain 
to  a  degree.  Payment  under  the  contract  to  a  company  may  not 
be  necessary  for  a  long  period  of  time.  Under  competition,  the 
insurer  is  easily  tempted  to  cut  the  required  price  because  the 
time  for  full  reckoning  may  be  long  delayed.  Some  control  is 
necessary  to  keep  the  business  stabilized,  and  thereby  to  maintain 
the  solvency  of  insurance  companies,  so  that  their  obligations  to 
the  insuring  public  may  be  fulfilled  when  the  time  for  loss  pay- 
ment actually  comes. 

The  industry  at  a  very  early  date  found  it  necessary  to  have 
associations  for  the  control  of  rates.  Despite  what  the  trust-busters 
may  lead  us  to  think,  there  are  monopolies  that  serve  the  common 
welfare  which  are  quite  ethical.  The  earliest  associations  soon 
found  that  a  complete  restraint  of  trade  or  the  use  of  excessive  or 
discriminatory  rates  resulted  eventually  in  a  breakout  of  rate  war- 
ring by  the  association  members  themselves.  Up  until  a  few  years 
ago,  only  two  states  had  real  control  of  rates.  The  associations  in 
the  business,  however,  had  exerted  considerable  control  without 
active  state  participation  in  keeping  the  rates  adequate  to  avoid 
the  insolvency  of  carriers,  and  low  enough  to  fight  the  competi- 
tion of  nonassociation  companies. 

It  was  not  until  a  few  years  ago  that  the  Federal  Government 
got  around  to  attack  insurance  as  a  possible  monopoly  and  viola- 
tion of  the  Sherman  Antitrust  Act.  As  early  as  1866,  a  bill  was 
presented  in  congress  for  federal  regulation  and  control  of  in- 
surance, but  the  reaction  then  was  that  the  issuing  of  an  insurance 
policy  was  not  a  commercial  transaction,  and,  therefore,  not  sub- 
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ject  to  the  commerce  clause  of  the  Constitution.  This  idea  was 
soon  confirmed.  A  famous  decision  in  1868,  Paul  v.  Virginia,1 
definitely  held  that  insurance  contracts  were  not  interstate  trans- 
actions, nor  articles  of  commerce.  The  Supreme  Court  followed 
this  thinking  until  a  1944  case.  In  that  action,2  originally  brought 
by  the  Government  in  1942,  the  Federal  Grand  Jury  at  Atlanta 
indicted  the  Southeastern  Underwriters  Association,  an  associa- 
tion set  up  to  gather  statistics  and  control  rates  and  forms,  on  the 
basis  that  the  Sherman  Antitrust  Act  had  been  violated.  The 
Supreme  Court  finally  held  that  insurance  was  commerce  and  sub- 
ject to  Federal  legislation. 

This  decision  threw  the  insurance  industry  into  a  turmoil,  with 
considerable  activity  on  the  part  of  companies,  associations,  and 
state  regulatory  officials.  In  March  of  1945,  Congress  passed  a 
law  which  stated  that  the  Sherman  Antitrust  Act,  the  Clayton 
Act,  the  Federal  Trade  Commission  Act  and  the  Robinson-Pat- 
man  Antidiscrimination  Act  would  not  apply  to  insurance  ex- 
cept with  respect  to  boycott,  coercion,  and  intimidation,  until 
January  1,  1948.  This  provided  a  moratorium.  After  January  1, 
1948,  these  laws  would  apply  to  the  extent  that  state  regulations 
were  inadequate.  As  in  other  fields  of  Federal  jurisdiction,  in  the 
absence  of  specific  Federal  legislation,  state  laws  would  continue 
to  apply.  To  avoid  Federal  intervention  during  this  moratorium, 
there  was  a  considerable  rush  to  get  proper  state  legislation  for 
the  regulation  of  rates.  An  all-industry  committee  was  formed 
and  model  regulatory  laws  for  fire,  marine,  and  casualty  were  de- 
vised. These  laws  were  adopted  in  all  but  a  few  states.  In  the  field 
of  insurance,  there  had  been  no  associations  for  the  regulation  of 
rates,  but,  as  we  have  seen,  there  had  been  such  associations  in 
fire,  marine  and  casualty.  The  whole  theory  behind  these  model 
laws  was  to  protect  the  fire,  marine,  and  casualty  rating  bureaus 
and  associations  against  any  possibility  of  state  or  Federal  prose- 
cution. These  rating  organizations  were  still  combinations  to  fix 

1  231  U.S.  495. 

2  United  States  v.  Southeastern  Underwriters  Association,  64  Sup.  Ct.  1171 
(1944). 
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prices.  The  state,  however,  authorized  their  existence  and,  it  was 
presumed,  the  Federal  Government  would  not  find  any  reason  to 
intervene.  The  combinations  were,  then,  not  illegal  and  actually 
had  the  blessing  of  the  state. 

These  model  laws  stated  that  rates  should  not  be  excessive,  in- 
adequate, or  unfairly  discriminatory.  The  effect  was  to  make 
both  rates  and  forms  more  rigid  than  ever  before.  This  was  a 
natural  result  of  specific  legislation  on  the  subject  matter.  A  rate 
cut  can  be  made  in  the  price  of  the  contract  or  in  the  broadening 
of  a  contract  for  the  same  price.  It  has  become  very  difficult  to 
justify  by  statistics  a  change  in  coverage  or  a  reduction  in  rate. 
Few  deviations  are  approved  by  state  regulation  bodies.  Thus,  in 
addition  to  the  very  close  supervision  which  insurance  depart- 
ments already  had  over  insurance  companies  from  the  standpoint 
of  reserves,  statements,  proper  accounting,  and  investigation, 
there  was  created,  unintentionally,  a  new  control:  individual  com- 
panies could  not  try  any  unusually  broad  forms  of  coverage  or 
divergent  rates  which  might  result  in  insolvency.  By  these  very 
laws,  price-fixing  has  become  more  general  in  the  insurance  busi- 
ness. There  has  been  some  straining  to  have  these  new  rating 
laws  relaxed.  On  the  other  hand,  many  feel  that  there  is  still  an 
opportunity  for  the  development  of  new  forms  and  new  rating 
techniques,  and  such  changes  are  only  made  slowly  and  for  the 
benefit  of  the  public  and  sound  insurance. 

As  has  been  indicated,  the  ethical  standards  of  the  insurance 
business  go  far  beyond  what  is  merely  legal.  True  control  has 
been  achieved  through  the  self-discipline  exerted  by  individual 
companies  and,  more  extensively,  by  associations  of  companies 
which  set  forms  or  patterns  for  large  segments  of  the  industry. 
There  are  hundreds  of  associations,  made  up  of  company  execu- 
tives, the  companies  themselves,  heads  of  underwriting  depart- 
ments, adjusters,  field  representatives,  agents,  and  brokers.  In 
general,  through  the  years,  these  associations  have  operated  on  a 
very  high  level;  there  have  been  very  few  instancs  of  actual  agree- 
ments or  mutual  understandings  which  were  not  to  the  best  in- 
terest of  the  public.  An  examination  of  these  associations  will  pro- 
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vide  a  comprehensive  review  of  the  ethical  principles  guiding  the 
companies. 

The  purposes  of  the  associations  are  much  more  than  the  ful- 
fillment of  the  rating  requirements;  in  fact,  the  most  important  as- 
sociations specifically  exclude  any  jurisdiction  over  the  rates 
charged.  The  Life  Insurance  Association  of  America  naturally 
has  no  rating  function;  its  simple  purpose  is  "to  promote  the  wel- 
fare of  policyholders  and  the  interest  of  life  insurance."  The 
main  purpose  of  all  associations  of  life  underwriters  and  life  pro- 
ducers is  the  setting  of  ethical  standards.  The  Bureau  of  Accident 
and  Health  Underwriters  states  specifically  that  the  association 
shall  not  bind  a  member  in  the  use  of  premium  rates,  policy  forms, 
coverages,  or  classifications;  its  purpose  is  to  provide  a  forum  for 
the  discussion  and  consideration  of  accident  and  health  problems, 
to  collect  statistics,  to  promote  efficiency  and  economy  in  the 
business,  and  to  aid  in  a  better  understanding  of  it.  The  Insurance 
Executives  Association,  which  is  organized  on  a  personal  rather 
than  company  basis  for  chief  executives,  embraces  all  forms  of 
insurance  other  than  life.  This  association's  purpose  also  is  un- 
connected with  rates;  its  objects  are  to  do  research;  to  provide  a 
forum  for  discussion;  to  encourage  such  conduct  as  will  conform 
to  high  standards  of  business  ethics;  to  promote  efficiency  and 
economy;  to  promote  a  better  understanding  by  the  public;  to 
furnish  information  to  members;  and,  generally,  to  promote  and 
encourage  improvements  and  practices  which  will  best  serve  the 
public  and  the  business. 

One  of  the  oldest  and  most  important  associations  in  the  entire 
insurance  business  is  the  National  Board  of  Fire  Underwriters, 
established  in  1866.  Originally,  rates  and  commissions  to  agents 
were  covered,  but,  as  time  went  on,  this  was  left  to  other  organi- 
zations. Its  present  purposes  are  to  promote  principles  of  sound 
underwriting;  to  encourage  improved  and  safe  methods  of  build- 
ing construction;  to  repress  incendiarism;  to  gather  statistics;  and 
to  distribute  information  to  the  public  to  help  in  the  standardiza- 
tion of  policy  forms  and  rules.  Almost  every  capital  stock  com- 
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pany  belongs  to  the  National  Board  of  Fire  Underwriters  and 
over  the  years  its  work  has  been  truly  remarkable.  Its  activities 
have  gone  much  farther  than  the  requirements  of  the  insurance 
business  in  promoting  public  safety  and  conserving  national  re- 
sources. For  example,  its  fire  prevention  work  has  never  been  con- 
fined to  company  members  or  policyholders  but  has  been  for  the 
good  of  the  nation  as  a  whole.  Construction  codes  and  building 
laws  throughout  the  nation  have  been  largely  the  result  of  the 
National  Board  committee  on  engineering  standards  and  building 
construction.  The  approval  tag  of  Underwriters  Laboratories  has 
achieved  world  renown;  thousands  of  products  are  tested  each 
year.  The  National  Board  has  nationwide  facilities  for  the  investi- 
gation of  arson  cases.  At  some  time,  it  has  examined  almost  every 
community  from  a  fire  protection  standpoint  for  adequacy  of 
water  supply,  proper  fire  apparatus,  correct  building  regulations. 
Organized  safety  programs  for  private  homes,  schools,  theatres, 
hotels,  hospitals,  and  public  buildings,  have  become  familiar  to  the 
public.  Many  have  participated  in  the  "town  inspection."  The 
National  Board's  inspection  and  engineering  forces  are  available 
to  the  government  during  national  emergencies.  In  one  recent 
program,  an  exhaustive  study  and  inspection  was  made  of  several 
thousand  hospitals  throughout  the  United  States  by  the  safety 
inspection  forces  of  every  member  company. 

To  further  the  purposes  of  the  National  Board  of  Fire  Under- 
writers, there  are  five  regional  trade  organizations:  the  Board  of 
Fire  Underwriters  of  the  Pacific,  the  Eastern  Underwriters  As- 
sociation, the  Southeastern  Underwriters  Association,  the  Western 
Insurance  Bureau,  and  the  Western  Underwriters  Association. 
These  make  recommendations  on  rating  methods  and  forms  to  the 
local  fire  rating  organizations  in  every  territory.  As  an  example 
of  the  purposes  of  the  National  Board,  the  Pacific  Coast  associa- 
tion endeavors: 

To  consider  and  seek  solutions  for  problems  in  fire  insurance 
To  cultivate  such  usages  in  the  business  as  will  tend  to  prevent 
unfair  competition 
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To  enforce  fair  trade  practices 

To  promote  activities  conducive  to  the  greatest  economy  and 
efficiency  in  the  operation  of  the  business 

To  encourage  improved  methods  of  building  construction  and 
fire  control  for  the  protection  of  human  life 

To  decrease  fire  waste 

To  render  advisory  and  engineering  services  to  municipalities, 
public  officials,  and  property  owners,  relative  to  water  supply, 
fire-department  operation,  and  preventive  measures  to  reduce 
losses  from  fires  and  other  casualties 

To  cooperate  with  governmental  authorities  in  the  considera- 
tion and  administration  of  laws  and  regulations  affecting  the  in- 
dustry. 

These  regional  associations  have  committees  to  investigate  any  re- 
port that  a  member  has  violated  its  membership  obligations,  has 
failed  to  maintain  fair  methods  of  competition,  or  has  been  guilty 
of  conduct  opposed  to  the  objects  and  purposes  of  the  association. 

In  the  casualty  and  surety  field,  there  is  an  association  very 
similar  to  the  National  Board  of  Fire  Underwriters  called  the  As- 
sociation of  Casualty  and  Surety  Companies,  to  which  almost  all 
of  the  stock  casualty  and  surety  companies  belong.  Just  as  the 
National  Board  of  Fire  Underwriters  has  done  a  remarkable  job 
in  the  conservation  of  property,  this  association  has  done  excep- 
tional work  in  the  conservation  of  human  life.  There  is  a  certain 
amount  of  overlapping;  in  fact,  with  multiple-line  writing  which 
permits  carriers  to  write  fire,  casualty,  and  surety  under  one  cor- 
porate license,  it  is-  possible  that  some  associations  with  similar 
functions  may  be  combined  in  the  years  to  come.  In  any  event,  at 
the  present  time,  the  Association  plans  the  development  of  safety 
work  and  programs  for  the  safety  of  employees  in  all  industries. 
The  Association  works  closely  with  national  and  local  highway 
safety  conferences,  helping  to  plan  financial  responsibility  laws, 
assigned  risk  pools,  and  procedures  for  handling  compensation. 
A  good  example  of  its  important  work  is  the  high-school  driver 
program.  When  the  frequency  of  accidents  among  young  drivers 
became  alarming,  it  was  found  that  there  were  no  facilities  for 
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teaching  young  drivers  to  handle  a  car  properly.  A  program  was 
started  from  scratch:  the  teachers  had  to  be  taught;  schools  had 
to  be  convinced  to  include  driving  and  safety  courses  in  their 
curriculum.  The  movement  is  widespread  now  and  the  improve- 
ment has  been  measurable  in  statistical  safety  in  the  field  of 
workmen's  compensation.  There  are  films,  pamphlets,  all  sorts 
of  guides  for  the  safe  practices  of  employees  in  every  business. 

Many  other  associations  are  equally  worthy  of  inscription. 
These  include  the  Surety  Association  of  America,  the  Inland 
Marine  Underwriters  Association,  the  American  Mutual  Alliance, 
the  National  Bureau  of  Casualty  Underwriters,  the  National 
Council  on  Workmen's  Compensation  Insurance,  and  hundreds 
of  others.  One  would  have  to  sit  in  on  meetings  of  these  associa- 
tions to  see  the  high  level  upon  which  they  are  operated  and  how 
frequently  the  question  of  public  interest  comes  up  to  become 
paramount  in  the  discussion.  The  members  of  these  associations, 
who  attend  meetings  and  take  part  in  committee  work,  carry  back 
these  high  purposes  to  their  individual  companies  to  communicate 
to  their  subordinates.  A  good  example  of  this  would  be  the 
equitable  adjustment  of  losses. 

Adjusters  are  exceeded  only  by  producers  in  their  importance 
from  the  ethical  standpoint— again  because  they  constantly  deal 
with  the  public.  Both  the  National  Board  of  Fire  Underwriters 
and  the  Association  of  Casualty  and  Surety  Companies  are  keenly 
interested  in  adjustments.  Just  as  the  former  investigates  arson 
cases,  the  latter  has  a  claim  bureau  for  the  investigation  of  dis- 
honest claimants  and  attorneys.  The  National  Board  has  a  very 
fine  disaster  plan  for  catastrophes  to  facilitate  claim  payments.  In 
several  larger  cities,  there  are  permanent  clearing  houses  for  prop- 
erty losses. 

In  January  of  1939,  a  statement  of  principles  was  adopted,  as  a 
written  guide  for  the  ethical  practices  of  adjusters,  by  a  confer- 
ence committee  made  up  of  the  American  Bar  Association,  the 
International  Claims  Association,  the  Association  of  Casualty  and 
Surety  Companies,  the  National  Association  of  Independent  In- 
surance Adjusters,  the  American  Mutual  Alliance,  the  National 


208  Ethics  and  Insurance 

Board  of  Fire  Underwriters,  and  the  National  Association  of  In- 
dependent Insurers.  It  was  entitled:  "Statement  of  Principles  on 
the  Respective  Rights  and  Duties  of  Lawyers  and  Laymen  in  the 
Business  of  Adjusting  Insurance  Claims."  At  the  outset,  the  com- 
mittee expressed  its  basic  belief  that  anyone  who  has  or  thinks  he 
has  a  claim  against  a  company  is  entitled  at  all  times  to  courteous, 
fair,  and  just  treatment  from  the  representatives  of  that  company. 
A  claimant  is  entitled  to  an  investigation  of  his  claim  and  a  reason- 
ably prompt  statement  of  the  company's  position  with  reference 
to  it.  However,  while  the  companies  have  definite  obligation  to 
pay  all  just  claims  and  to  avoid  all  unnecessary  litigation,  they 
have  an  equally  definite  obligation  to  protect  the  insurance  buy- 
ing public  from  increased  costs  due  to  fraudulent  and  non- 
meritorious  claims. 

As  a  matter  of  convenience,  the  committee  divided  all  claims 
under  insurance  policies  into  two  classes:  a  claim  by  a  policy- 
holder against  the  insurance  company  which  issued  the  contract, 
as  under  a  fire  policy,  and,  secondly,  a  claim  by  a  third  person  in 
legal  action  against  wrongful  acts  against  the  holder  of  a  policy 
of  liability  insurance,  as  under  an  automobile  liability  policy.  The 
committee  agreed  that,  in  the  first  class,  the  claimant  and  the  com- 
pany each  had  a  right  to  discuss  the  merits  of  the  claim  with  the 
other  and  to  settle  it;  in  the  second  class,  since  the  company  has  a 
direct  financial  interest  in  the  claim  presented  against  the  policy- 
holder, the  company  has  a  right  to  investigate  the  facts,  interview 
witnesses,  appraise  damages,  consider  and  determine  the  liability 
of  the  insurance  company  and  its  policyholder  in  the  factual  cir- 
cumstances and  finally  to  settle  the  claim.  In  handling  claims  un- 
der the  second  class,  however,  the  company  will  not  advise  the 
claimant  as  to  his  legal  rights.  The  company  will  inform  a  policy- 
holder of  the  progress  of  any  suit  and  its  probable  result.  If  there 
is  a  diversity  of  interest— such  as  would  happen  if  any  case  went 
over  the  limits  of  the  policy— then  the  policyholder  would  be  ad- 
vised of  the  situation  and  invited  to  retain  council. 

Under  both  classes  of  claims,  it  was  agreed  that  the  companies 
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would  not  deal  directly  with  any  claimant  represented  by  an  at- 
torney without  the  attorney's  consent.  Any  definition  of  the 
work  without  the  word  "deal"  would  not  prevent  a  direct  ap- 
proach to  a  claimant  for  the  purposes  of  getting  information  or 
identification  or  checking  the  bona  fides  of  his  representation  by 
an  attorney.  The  companies  may  properly  interview  any  wit- 
nesses without  the  consent  of  opposing  counsel.  In  doing  so,  how- 
ever, the  company  representative  should  scrupulously  avoid  any 
suggestion  calculated  to  induce  the  witness  to  deviate  from  the 
truth.  If  any  witness  so  requests,  at  the  time  of  making  any  writ- 
ten statement,  or  within  a  reasonable  time  thereafter,  he  will  be 
given  a  copy  of  such  statement.  Companies  will  not  advise  claim- 
ants to  refrain  from  seeking  legal  advice.  Companies  will  respect 
the  disabilities  of  minors  and  incompetents;  no  settlement  of  a 
cause  of  action  of  an  infant  or  an  incompetent  shall  be  presented 
to  a  court  for  approval  except  under  a  provision  for  the  investiga- 
tion of  the  propriety  of  the  settlement  either  by  a  court  or  by 
counsel  independent  of  the  defendant.  Companies  should  not  per- 
mit their  employees  to  collect  claims  for  their  policyholders  in 
which  the  company  has  no  interest.  The  committee  stated  in  re- 
gard to  company  attorneys:  "The  companies  recognize  that  the 
Canons  of  Ethics  of  the  American  Bar  Association  apply  to  all 
branches  and  such  branches  are  not  to  be  considered  as  exempt 
from  the  application  of  those  canons."  Lay  adjusters  are  not  per- 
mitted to  fill  in  blanks  of  release  forms  unless  the  forms  have 
been  previously  drafted  by  counsel.  Finally,  executives  are  urged 
to  make  certain  that  employees  observe  this  entire  statement  of 
principles. 

The  Association  of  Casualty  and  Surety  Companies  published 
a  separate  statement  of  principles  on  claim  practices  in  the  field 
of  workmen's  compensation.  The  Association  explained:  "The 
Workmen's  Compensation  System  was  adopted  in  this  country  to 
provide  certain,  prompt  and  adequate  benefits  to  employees  in- 
jured in  industry,  or  their  dependents.  Insurance  is  not  only  an 
important,  but  a  necessary  part  of  this  system,  because,  without 
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an  ability  to  pay  on  the  part  of  all  employers,  the  remedy  pro- 
vided would  often  be  empty  and  fruitless."  Nine  principles  are 
set  forth: 

First,  all  legitimate  claims  should  be  paid  promptly  and  fully. 
This  requires  immediate  investigation.  If  any  doubt  exists  as  to 
the  amount  due,  the  claimant  shall  be  paid  a  sum  which,  in  the 
judgment  of  the  claims  representative,  fairly  represents  the  value 
of  the  claim,  with  adjustment  later. 

Second,  a  frank  and  friendly  attitude  should  be  adopted  toward 
all  claimants. 

The  third  states  that  the  best  medical  care  should  be  provided 
to  rehabilitate  and  return  the  employee  to  full  earning  capacity 
promptly. 

The  fourth  covers  hearings  and  appeals;  only  when  necessary 
should  cases  go  to  hearings  and  appeals  be  made. 

Fifth,  payments  should  be  made  directly  to  beneficiaries  and 
only  through  an  employer  when  expeditious.  The  payments 
should  not  be  discontinued  unless  provided  by  law. 

Sixth,  employers  should  be  given  an  understanding  of  the 
workman's  compensation  system  in  their  state.  All  should  be  im- 
pressed with  the  necessity  for  prompt  reporting  of  accidents.  It 
is  specifically  stated  that  employers  should  not  be  advised  that 
the  employment  of  handicapped  workers,  for  tasks  they  are  fitted 
to  perform,  is  undesirable. 

The  seventh  asks  for  complete  cooperation  with  the  agencies 
administrating  the  workmen's  compensation  laws  and  full  com- 
pliance with  the  provisions  of  the  law. 

Eighth,  dishonest  claims  should  be  fought,  but  the  intent  to  de- 
fraud should  be  clear. 

The  ninth  sums  up  the  great  and  exacting  responsibilities  of  in- 
surance companies  in  the  proper,  economical,  and  efficient  ad- 
ministration of  workmen's  compensation  laws.  It  concludes:  "The 
insurance  business,  thus  conducted  on  a  high  level  of  social  aware- 
ness and  motivated  by  a  complete  appreciation  of  its  responsibili- 
ties, will  stand  the  test  of  scrutiny  from  all  other  points  of  view." 

It  will  have  been  noted  that  the  importance  of  settling  third- 
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party  liability  cases  and  workmen's  compensation  cases  on  a 
proper  basis  has  been  stressed.  There  has  been  very  little  trouble 
in  adjusting  losses  which  are  directly  between  the  assured  and  his 
carrier.  Litigation  is  rare  in  the  fire  insurance  business.  The  same 
is  true  of  life  insurance.  The  settling  of  accident  and  health  claims 
has  been  frequently  a  problem,  but  a  great  deal  of  the  difficulty 
lies  in  the  nature  of  this  type  of  insurance.  At  times,  it  is  very  hard 
to  determine  that  a  loss  actually  occurred  or,  if  so,  when  it  oc- 
curred; thus,  the  dangers  of  malingering  are  great.  It  is,  however, 
when  the  insurance  company  is  dealing  with  a  third-party  claim- 
ant who  is  not  insured  that  there  is  the  greatest  possibility  of  im- 
proper claim  handling.  Especially  during  periods  of  high  loss 
ratios,  it  takes  a  very  fair-minded  executive  to  keep  his  adjusters 
from  trying  to  drive  a  hard  bargain  with  an  honest  claimant  un- 
der the  misguided  notion  that  they  are  thus  impressing  the  home 
office  of  the  company.  In  third-party  losses  and  in  compensation 
cases,  frequent  instances  of  spurious  or  aggrandized  claims  tend 
to  arouse  suspicion  in  the  investigators.  The  good  claim  adjuster 
must  have  a  healthy  trust  in  people  as  well  as  a  necessary  distrust 
at  times.  In  fact,  he  needs  all  of  the  patience,  tact,  determination, 
level-headedness,  and  good  judgment  of  the  judiciary  itself  when 
it  is  functioning  at  its  best.  In  the  committees  of  the  associations, 
there  is  an  opportunity  for  a  review  of  company  practices  and  a 
fair  tribunal  for  the  enforcement  of  ethical  problems. 

Before  leaving  the  subject  matter  of  company  associations,  it 
should  be  mentioned  that  a  number  of  the  associations  did  have, 
at  one  time,  a  rather  strict  control  over  the  commissions  paid  to 
agents  and  brokers.  This  control  was  justified  on  the  reasonable 
grounds  that  competition  in  commissions  may  be  easily  lead  to 
discrimination  among  insurers  and  also  to  an  excessive  cost  for  the 
public.  There  is  a  logical  sequence  of  discriminatory  practices  if 
all  companies  pay  high  commissions  to  their  producers  for  pre- 
ferred risks.  There  would  be  a  smaller  market  available  for  the 
average  risk  and  practically  no  market  for  the  substandard  risk. 
Because  the  commission  must  be  loaded  into  the  premium  charged 
through  rate-making  processes,  competitive  commission  warfare 
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eventually  leads  to  higher  rates.  Since  the  Southeastern  Under- 
writers Association  decision,3  one  very  important  commission- 
regulating  association  was  completely  abandoned  and  other  as- 
sociations which  controlled  commissions  as  part  of  their  functions 
changed  their  bylaws  and  their  practices  to  avoid  possible  prose- 
cution. There  is  still  a  great  uniformity  in  commissions  allowed 
by  companies,  but  this  may  be  explained  by  custom,  and  by  the 
fact  that  there  is  little  leeway  in  the  rates  charged  the  insured  for 
much  variation  in  acquisition  cost.  Life  insurance  never  did  have 
any  intercompany  regulation  of  commissions,  but,  actuarially,  the 
companies  all  found  it  necessary  to  adopt  similar  commission 
scales. 

Aside  from  the  statements  of  principles  prepared  by  associa- 
tions, there  has  been  no  written  code  of  ethics  for  the  industry  as 
a  whole.  In  Connecticut,  a  code  of  insurance  ethics  was  adopted 
by  companies,  agents,  and  brokers  in  May,  1924,  and  published 
with  the  approval  of  the  Connecticut  Insurance  Commissioner. 

The  code  begins  with  the  broad  desire  to  serve  with  justice 
and  integrity  those  whose  protection  is  entrusted  to  their  care;  to 
support  right  principles  and  oppose  bad  practices;  to  take  no  un- 
fair advantage  of  competitors;  to  develop  character,  ability,  and 
knowledge  commensurate  with  responsibilities;  and  to  value 
honor  above  profit.  There  is  a  twenty  point  pledge: 

1.  Policies  should  be  clearly  and  tersely  stated  with  the 
broadest  protection  consistent  with  the  correct  principles 
of  underwriting. 

2.  Premium  rates  should  be  just  and  adequate. 

3.  Companies  and  agencies  should  be  managed  economi- 
cally. 

4.  Losses  should  be  adjusted  equitably  and  promptly. 

5.  The  public  should  be  kept  fully  informed  on  new 
coverages. 

6.  All  insurance  moneys  should  be  fair  for  the  company; 
they  should  be  trust  funds. 

7.  Agency  contracts  should  be  fair  to  both  parties,  the 
company  and  the  agent. 

3  64  Sup.  Ct.  1171  (1944).  See  previous  reference. 
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8.  Commissions  should  be  fair  for  the  company,  the 
agent,  and  the  insured. 

9.  Companies  and  agents  should  not  associate  with  or  al- 
low the  use  of  their  name  by  persons  of  questionable  char- 
acter. 

10.  Agents  and  brokers  should  be  fair  and  faithful  to 
their  companies,  clients,  and  competitors. 

1 1 .  They  should  advertise  only  in  a  dignified  manner. 

12.  Business  affairs  and  the  personal  relations  of  insurers 
should  be  held  confidential. 

13.  Companies,  agents,  and  brokers  should  avoid  using 
any  improper  or  questionable  method  of  soliciting. 

14.  Agents  and  brokers  should  explain  the  protection  af- 
forded and  suggest  insurance  to  value  as  needed. 

15.  Agents  and  brokers  are  obliged  to  make  a  full  dis- 
closure to  the  company  of  facts  needed  for  underwriting 
and  rating  purposes. 

16.  The  premiums  collected  by  producers  are  trust  funds 
and  should  be  paid  promptly  by  the  companies. 

17.  Any  misrepresentations,  misleading  statements,  in- 
complete comparisons,  or  incomplete  estimates  of  costs  to 
induce  a  client  to  lapse,  forfeit,  or  surrender  his  insurance 
should  be  avoided. 

18.  There  should  be  no  cancellation  of  competitor's  poli- 
cies to  the  detriment  of  the  interest  of  the  insured. 

19.  Producers  should  not  pav  to  the  insured  or  the  em- 
ployee of  the  insured,  as  an  inducement  to  insurance,  a  re- 
bate from  the  premium  specified  in  the  policy. 

20.  Producers  should  have  a  thorough  knowledge  of  their 
contracts,  underwriting,  the  laws  of  the  state,  and  the  duties 
of  the  producer. 

From  this  code,  one  can  see  the  importance  of  our  second 
group,  the  professional  advisors,  the  one  quarter  of  a  million 
people  who  are  employed  as  producers  in  the  insurance  business. 
Insurance  is  really  a  local  business  everywhere;  the  local  agent  is 
an  independent  business  man  and  a  part  of  the  local  community 
especially  in  the  fire  and  casualty  end  of  the  business.  He  is  usu- 
ally appointed  to  represent  several  companies,  is  licensed  by  his 
state  after  an  examination,  and  receives,  under  a  contract,  a  com- 
mission from  his  companies  for  the  placing  of  business  with  them. 
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The  broker  is  not  the  direct  representative  of  any  particular 
company  nor  does  he  sign  an  agency  contract.  Although  there 
are  some  acts  of  the  broker  which  come  under  agency  law,  he  is 
more  like  an  independent  contractor  in  his  relations  with  the  com- 
panies. There  are  also  salaried  salesmen,  who  are  employees  of 
some  company  and  whose  duties  are  almost  entirely  to  their  em- 
ployer, and  independent  analysts,  who  do  not  place  the  business 
and  get  a  commission,  but  merely  charge  for  a  survey  of  hazards 
and  recommendations.  These  classes  are  minor  in  the  business; 
most  insurance  is  produced  by  agents  and  brokers. 

The  National  Association  of  Insurance  Agents,  through  their 
executive  committee  in  1927,  adopted  the  following  Code  of 
Ethics: 

I  believe  in  the  insurance  business  and  its  future,  and  that 
the  American  agent  is  the  instrumentality  through  which  it 
reaches  its  highest  point  and  attains  its  widest  distribution. 

I  will  do  my  part  to  uphold  and  upbuild  the  American 
Agency  System  which  has  developed  insurance  to  its  pres- 
ent fundamental  place  in  the  economic  fabric  of  our  nation, 
and  to  my  fellow-members  of  the  National  Association  of 
Insurance  Agents  I  pledge  myself  always  to  support  right 
principles  and  oppose  bad  practices  in  the  business. 

I  believe  that  these  three  have  their  distinct  rights  in  our 
business:  first  the  Public;  second,  the  Insurance  Companies; 
and  third,  the  Insurance  Agents;  and  that  the  rights  of  the 
Public  are  paramount. 

TO  THE  PUBLIC 

I  regard  the  insurance  business  as  a  honorable  profession 
and  realize  that  it  affords  me  a  distinct  opportunity  to  serve 
society. 

I  will  strive  to  render  the  full  measure  of  service  that 
should  be  expected  from  an  intelligent,  well-informed  in- 
surance man.  Anything  short  of  this  would  be  a  violation  of 
the  trust  imposed  in  me. 

I  will  thoroughly  analyze  the  insurance  needs  of  my  cli- 
ents and  recommend  the  forms  of  indemnity  best  suited  to 
these  needs,  faithfully  advising  as  to  the  best  insurance  pro- 
tection available. 

I  will  do  my  part  to  help  bring  the  public  to  a  better  un- 


Ethics  and  Insurance  215 

derstanding  of  insurance,  always  so  conducting  my  business 
that  the  fullest  light  of  publicity  can  be  turned  upon  it. 

I  will  consider  it  a  duty  to  cooperate  with  the  national, 
state  and  local  authorities  in  the  prevention  of  fire  waste  and 
accidents. 

I  will  take  an  active  part  in  recognized  civic,  charitable 
and  philanthropic  movements  which  contribute  to  the  pub- 
lic good  of  my  community. 
TO  THE  COMPANIES 

I  will  respect  the  authority  vested  in  me  to  act  in  their 
behalf  in  serving  the  public,  striving  at  all  times  to  live  up 
to  the  agreements  made  with  my  companies. 

I  will  use  care  in  the  selection  of  risks,  and  do  my  utmost 
to  merit  the  confidence  of  my  companies  by  rendering 
them  the  fullest  information  attainable  to  enable  them  to  un- 
derwrite their  insurance  intelligently;  nor  will  I  withhold 
any  facts,  that  may  come  to  my  knowledge,  detrimental  to 
their  interests. 
TO  FELLOW  MEMBERS 

I  pledge  myself  to  maintain  friendly  relations  with  other 
agencies  in  my  community.  I  will  compete  with  them  on  an 
honorable  and  fair  basis,  make  no  false  statements,  nor  any 
misrepresentation  by  omission  of  facts,  inference,  or  sub- 
terfuge. 

I  will  consider  unethical  the  obtaining  of  business  by 
commercial  bribery,  coercion,  or  unfair  influence. 

I  will  adhere  to  a  strict  observance  of  all  insurance  laws 
relative  to  the  conduct  of  my  business  and  will  studiously 
avoid  any  practices  which  might  cause  any  business  ad- 
verse notoriety  or  disrepute. 

I  will  cooperate  in  every  reasonable  way  with  my  com- 
petitors for  the  betterment  of  the  insurance  business  and  its 
advancement  to  a  still  higher  level  of  service. 

Realizing  that  only  by  unselfish  service  can  the  insurance 
business  have  the  public  confidence  it  merits,  I  will  at  all 
times  seek  to  elevate  the  standards  of  the  insurance  profes- 
sion by  governing  all  my  business  and  community  relations 
in  accordance  with  the  provisions  of  this  code  and  by  inspir- 
ing other  to  do  likewise. 

The  Insurance  Brokers'  Association  of  the  State  of  New  York, 
Inc.,  has  adopted  the  following  Code  of  Professional  Standards: 
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PART  I— GENERAL  PRINCIPLES 

Article  I— Ethical  Standard: 

In  our  personal  and  professional  life  we  will  endeavor  so 
to  conduct  ourselves  as  to  merit  the  trust  and  respect  of  the 
public  at  large,  of  our  clients,  employees,  and  fellow  bro- 
kers, and  of  insurance  companies. 
Article  11— The  Brokefs  Relation  to: 

The  Public  at  Large— Section  1 

We  will: 

Promote  the  dissemination  of  sound  and  accurate  infor- 
mation regarding  the  principles  of  insurance. 

Encourage  and  support  all  measures  having  as  their  object 
the  safeguarding  of  life  and  property  and  prevention  of 
losses. 

Maintain  that  the  broker  is  the  technical  insurance  ad- 
viser of  the  public. 

Endeavor  to  bring  the  public  to  a  realization  of  the  mean- 
ing and  effect  of  efficient  insurance  brokerage  service. 

Bear  constantly  in  mind  the  interest  of  the  public  at  large 
as  to  premium  cost,  coverage,  and  all  other  matters  pertain- 
ing to  insurance. 

Clients— Section  2 

We  will: 

Consider  as  strictly  confidential  the  affairs  of  our  clients, 
subject  only  to  the  obligations  due  the  insurance  companies 
on  matters  pertaining  to  the  risk. 

Subordinate  our  own  interests  to  those  of  our  clients 
and  serve  them  to  the  best  of  our  ability  regardless  of  the 
measure  of  profit  to  us. 
Employees— Section  3 

We  will  seek  to  promote  a  high  standard  of  morale  among 
our  employees  especially  through  the  payment  of  a  fair 
wage,  the  establishment  of  reasonable  hours  of  work,  and 
tenure  of  position. 

Other  Brokers— Section  4 

We  will: 

Promote  cooperation,  the  interchange  of  ideas,  and  good 
will  among  insurance  brokers. 

Compete  with  other  brokers  according  to  the  principles 
of  fair  business  dealing. 

Insurance  Companies— Section  5 
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Every  representation  made  by  the  broker  to  an  insurance 
company  or  its  agents  should  be  fair,  frank  and  honest. 

We  will  not  make  unverified  statements  regarding  the 
solvency,  reputation  or  status  of  any  insurance  company. 

We  will  urge  insurance  companies  to  meet  the  legitimate 
needs  of  the  insuring  public. 

Bureaus  and  Rating  Organizations— Section  6 

In  all  our  relations  with  Bureaus  and  Rating  Organiza- 
tions we  will  bear  in  mind  that  we  are  technical  insurance 
advisors  of  the  public,  and  will  constantly  endeavor  to  pro- 
tect its  interest. 

State  Insurance  Department— Section  7 
We  will  cooperate  with  the  Insurance  Department  of  the 
State  of  New  York  in  all  reasonable  efforts  to  safeguard  the 
interests  of  the  insuring  public  and  of  trustworthy  and 
competent  insurance  brokers. 

Civic  and  Trade  Associations— Section  8 
We  are  prepared  to  cooperate  with  civic  and  trade  asso- 
ciations in  their  efforts  to  reach  sound  conclusions  regard- 
ing matters  pertaining  to  the  insurance  interest  of  the  pub- 
lic at  large. 

Educational  Institutions— Section  9 
We  will  encourage  and  support  educational  institutions 
having  as  their  object  the  disseminating  of  sound  and  accu- 
rate knowledge  concerning  the  principles  of  insurance,  and 
will  cooperate  in  the  establishment  and  maintenance  of  ade- 
quate courses  of  instruction  for  those  who  have  entered  or 
who  are  planning  to  enter  the  insurance  brokerage  pro- 
fession. 

Legislation— Section  10 

We  will  support  legislation  tending  to  safeguard  the  in- 
terests of  the  public  at  large  and  of  trustworthy  and  com- 
petent insurance  brokers,  and  which  will  further  raise  the 
standards  of  our  profession. 

We  will  oppose  legislation  which  we  believe  to  be  ill- 
advised,  unsound,  or  contrary  to  the  best  interest  of  the  in- 
suring public. 

Article  III— The  Broker: 

Educational  Standards— Section  1 
We  hold  that  graduation  from  an  approved  high  school 
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or  its  equivalent  should  constitute  the  minimum  general 
educational  requirement  for  a  competent  insurance  broker. 
We  believe  that  the  competent  insurance  broker  should 
have  not  only  a  thorough  knowledge  of  the  principles  of 
insurance,  but  also  a  good  working  knowledge  of  the  fol- 
lowing subjects:  Economics,  Finance,  Government,  Com- 
mercial Law,  Insurance  Law,  Insurance  Engineering. 
Organization  Standards— Section  2 

We  hold  the  following  to  be  among  the  essentials  in  the 
working  organization  of  the  competent  insurance  broker: 

A  permanent  office  where  the  broker  or  a  competent 
representative  may  be  reached  at  all  times  during  regular 
business  hours. 

The  keeping  of  full  and  accurate  records  of  all  insurance 
and  financial  transactions. 

The  prompt  and  accurate  execution  of  clients'  orders. 

Adequate  facilities  for  the  confirmation  of  orders  or  of 
other  instructions  from  clients. 

Licensing  of,  by  the  State— Section  3 

We  hold  that  no  one  should  be  licensed  as  an  insurance 
broker  until  he  has  conclusively  demonstrated  that  he  is 
thoroughly  competent  to  act  as  technical  insurance  advisor 
to  the  public. 

Remuneration  of— Section  4 

In  order  that  the  insuring  public  may  receive  the  expert 
service  to  which  it  is  entitled,  we  hold  that  it  is  essential 
that  the  competent  insurance  broker  receive  rates  of  com- 
mission or  other  remuneration  which  will  cover  the  ex- 
penses of  adequate  service  plus  a  fair  profit. 

PART  II— SPECIFIC  PRACTICES 

Article  I— Scale  of  Commissions: 

We  hold  that  brokers  should  have  a  voice  in  the  fixing  of 
any  scale  of  commissions  which  may  be  established  through 
a  Board,  Bureau,  Exchange,  or  other  constituted  authority; 
that,  after  such  scale  of  commissions  has  been  so  established 
by  mutual  consent,  it  should  be  strictly  adhered  to  by  bro- 
kers, agents  and  companies;  that,  excessive,  as  well  as  inade- 
quate, commissions  are  unwise  and  not  in  accord  with  the 
principles  of  fair  business  dealing. 
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Article  11— Rebating: 

We  are  in  accord  with,  and  will  observe,  the  law  prohibit- 
ing rebates  to  the  insured  or  to  his  employees. 
Article  III— Premiums  and  Return  Premiums  as  Funds  Held 
in  Trust: 

We  recognize  that  premiums  and  return  premiums  which 
have  been  paid  to  brokers  are  funds  held  in  trust,  and  we 
condemn  the  use  of  such  funds  by  the  broker  for  any  pur- 
pose other  than  that  for  which  they  are  intended. 

Article  IV— Competition  with  Other  Brokers: 

We  will  not  misrepresent  the  service  rendered  by  other 
brokers  nor  criticize  their  work  except  on  the  basis  of  well 
founded  knowledge  and  fact. 

Article  V— Losses  and  Claims: 

We  will  endeavor  to  make  clear  to  our  clients  their  rights 
and  obligations  under  their  insurance  contracts. 

We  will  approach  adjustments  with  the  assumption  that 
insurance  companies  mean  to  deal  fairly  with  our  clients  and 
that  our  clients  mean  to  deal  fairly  with  insurance  com- 
panies. 

We  will  urge  our  clients  to  disclose  all  facts  necessary  to 
clear  and  complete  understanding  of  the  nature  and  extent 
of  the  loss. 

We  will  refuse  to  prosecute  on  behalf  of  our  clients  a 
claim  which  is  dishonest. 

There  is  an  Article  VI  which  covers  the  adoption,  amendment 
and  enforcement  of  the  Code.  A  grievance  committee  is  also  pro- 
vided for  the  consideration  of  written  complaints  and  possible 
reference  to  the  State  Insurance  Department. 

These  two  codes  illustrate  the  evolution  which  took  place  dur- 
ing recent  years  in  the  status  of  the  agent  and  the  broker.  There 
was  a  time,  not  long  ago,  when  a  prospective  agent  or  broker  only 
had  to  know  how  to  write  in  order  to  represent  a  company.  Now, 
there  are  very  strict  legal  requirements  and  producers  are  gradu- 
ally becoming  professionalized.  At  one  time  some  producer  as- 
sociations were  guilty  of  making  selfish  rulings,  preventing  out- 
siders from  coming  into  the  field,  restraining  fair  competition  in 
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services,  and  asking  companies  to  boycott  nonmembers.  The  pro- 
ducer associations  are  now  fully  dedicated  to  the  public.  The 
Southeastern  Underwriters  Association  decision  and  local  state 
laws  have  done  a  lot  to  shape  these  purposes.  One  state  insurance 
department  gives  the  following  advice  to  prospective  agents: 

The  insurance  laws  dealing  with  the  licensing  of  agents 
invariably  require  the  regulatory  authority  to  determine  the 
competency  of  the  applicant  to  engage  in  such  business.  It 
goes  without  saying  that  the  licensing  official  must  give  full 
consideration  to  the  applicable  laws  in  measuring  the  com- 
petency of  the  applicant,  but  a  great  many  other  considera- 
tions demand  attention.  The  moral  character  of  the  appli- 
cant and  his  previous  conduct  in  business  have  a  material 
bearing  upon  the  judgment  of  the  licensing  official.  The 
position  of  advantage  often  enjoyed  by  the  agent  in  negoti- 
ating an  insurance  contract  with  a  policyholder,  who  so 
often  must  rely  heavily  upon  the  advice  of  the  agent,  makes 
it  most  essential  that  a  high  standard  of  ethics  be  maintained. 
The  acceptance  of  an  insurance  commission  should  not  be 
looked  upon  by  an  insurance  agent  as  merely  compensation 
for  "selling"  the  insurance.  On  the  contrary,  the  commission 
must  be  rendered  by  the  agent;  anything  less  than  a  full 
measure  of  service,  such  as  might  be  expected  from  an  in- 
telligent, well-informed  insurance  man,  would  constitute  a 
default  in  the  obligations  of  the  agent  to  the  policyholder. 
The  performance  of  this  service  involves  the  analysis  of  in- 
surance requirements  and  intelligent  recommendations  con- 
cerning the  forms  of  insurance  best  suited  to  satisfy  these 
requirements. 

The  insurance  agent  may  well  consider  it  a  duty  to  co- 
operate with  national,  state  and  local  authorities  or  any 
other  organization  striving  to  reduce  fire  waste,  accidents  or 
any  other  causes  of  losses.  He  should  never  insure  a  risk  to 
the  extent  that  the  insurance  may  induce  or  serve  as  a  motive 
for  crime. 

As  a  representative  of  an  insurer,  the  agent  owes  to  that 
insurer  only  the  duty  of  serving  it  honestly  and  energeti- 
cally, being  careful  at  all  times  to  abide  by  agency  agree- 
ments. In  order  to  perform  these  duties,  the  agent  must 
exercise  care  in  the  selection  of  risks  and  in  furnishing  full 
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information  required  by  insurers  for  intelligent  underwrit- 
ing. The  withholding  of  material  facts  by  an  agent  is  not 
only  a  breach  of  duty  but  it  may  well  amount  to  fraud. 

The  insurance  agent  is  constantly  engaging  in  competition 
with  other  agencies  and  companies  in  his  community.  He 
should  meet  such  competition  on  an  honorable  and  fair  basis, 
refraining  from  false  statements  and  misrepresentations. 
Above  all,  he  must  not,  by  omission  of  facts,  by  representing 
facts  through  inference,  or  by  any  subterfuge,  create  a 
misunderstanding  in  the  mind  of  an  insurance  prospect. 

The  ethical  insurance  agent  will  not  engage  in  any  prac- 
tice that  will  bring  the  business  of  insurance  into  disrepute 
before  the  public.  He  will  serve  applicants  and  policy  hold- 
ers first  and  his  own  interests  will  be  secondary.  In  so  doing, 
confidential  information  will  be  treated  as  such  and  used 
only  for  the  purpose  given. 

The  insurance  agent  is  obligated  to  develop  his  ability 
through  studying  his  business  and  the  changes  that  transpire 
in  such  business,  thus  to  render  more  efficient  service  to 
policyholders.4 

Much  has  been  said  of  the  practice  known  as  "twisting"  or 
"switching,"  particularly  in  the  field  of  life  insurance.  This  prac- 
tice consists  of  inducing  policyholders,  premium  payers,  or  own- 
ers to  lapse  policies  for  the  purpose  of  replacing  such  policies 
with  new  ones  to  the  financial  detriment  of  the  holder,  premium 
payer  or  owner.  Of  course,  this  practice  is  a  flagrant  violation  of 
any  code  of  ethics  that  might  be  devised. 

It  may  be  safely  said  that  the  code  of  ethics  which  should  be 
observed  by  an  insurance  agent  differs  little  from  any  code  of 
ethics  in  business  relationships  of  any  nature.  To  be  implicitly 
honest  is  to  be  ethical.  Mere  abstinence  from  law  violations  and 
deceptive  practices  is  not  adequate  to  entitle  an  agent  to  be  called 
ethical.  He  must  do  more,  to  the  extent  that  he  so  conducts  his 
business  that  the  interests  of  the  policyholders  take  precedence 
over  those  of  the  agent.  When  such  service  has  been  rendered 
honestly  and  efficiently  and  without  injustice  to  the  applicant, 

4  Law  and  Ethics  of  the  Insurance  Agency,  prepared  by  State  of  Tennessee, 
Department  of  Insurance  and  Banking,  M.  O.  Allen,  Commissioner,  1951. 
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policyholder,  insuree  or  the  rules  of  ethics,  then  the  agent  has  de- 
veloped high  standards  of  conduct. 

In  summary,  for  agents  and  brokers,  no  written  code  is  com- 
plete and  legal  requirements  are  not  complete.  Here  are  some 
practical  points  of  advice  drawn  from  experience  for  the  new 
producer. 

1.  Basic  is  the  duty,  first  of  all,  to  study  the  individual  needs  of 
each  client  and  to  secure  for  him  the  most  complete  insurance 
protection  available  within  the  client's  budget.  This  means  a 
careful  analysis  of  all  exposures  and  the  planning  of  a  full  program 
of  insurance.  It  means  recommending  the  order  of  insurance  pur- 
chases according  to  their  importance.  It  means,  at  times,  many 
details:  calculation  of  written  leases,  the  possibilities  of  conse- 
quent damage,  remote  liabilities  contingent  upon  contract,  con- 
tractual terms.  It  means  the  whole  idea  of  professional  salesman- 
ship—creating the  demand  for  necessary  coverages— which  makes 
spread  of  risk  and  an  insurance  arrangement  possible. 

2.  There  is  a  need  for  an  efficiently  and  economically  run 
office,  one  that  will  function  smoothly  and  yet  provide  all  of  the 
records  and  all  of  the  information  for  this  complex  business. 
There  is  a  responsibility  to  provide  local  service  quickly  and  com- 
pletely. 

3.  The  client  is  entitled  to  expect  that  the  agent  or  broker,  as 
his  professional  advisor,  will  pick  responsible  insurees.  He  will 
determine  their  strength,  their  reputation,  and  their  loss  paying 
practices. 

4.  As  an  intermediary,  the  producer  will  be  fair  to  each  party- 
company  and  client— by  the  full  disclosure  of  all  underwriting 
facts  to  one  and  policy  provisions  or  conclusions  to  the  other.  The 
client  will  not  find  that  his  compensation  insurance  coverage  at 
another  location  is  questioned  at  the  time  of  a  loss  because  there 
was  not  a  full  disclosure  of  all  operations  at  the  time  the  risk 
was  written. 

5.  For  the  producer  who  is  entering  the  insurance  profession, 
there  are  certain  things  to  be  avoided: 
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a.  Rebating  from  the  premium  specified  in  the  policy. 

b.  The  use  of  improper  classifications  to  get  a  lower  rate. 

c.  The  granting  of  free  insurance  by  a  series  of  binders  can- 
celled flat  without  charge. 

d.  The  evils  of  long  credit  without  interest  charges. 

e.  Skimping  on  the  monthly  reports  required  for  reporting 
form  types  of  policies,  or  on  compensation  audits. 

f.  The  use  of  improper  dimensions  when  calculating  the 
premium  for  premises  liability  coverage,  which  is  based  on  the 
area  of  the  premises. 

g.  The  writing  of  fictitious  fleets  of  automobiles-vehicles  not 
under  a  common  ownership— in  order  to  get  lower  rates  for 
groups  of  individuals  on  a  discriminatory  basis. 

h.  Making  low  appraisals  of  value  to  meet  coinsurance  re- 
quirements (clauses  which  require  insurance  to  value). 

6.  When  dealing  with  a  client,  there  is  a  duty  to  be  fair  to 
competitors: 

a.  Not  to  criticize  a  competing  agent  unjustly. 

b.  Not  to  make  unverified  statements  regarding  the  financial 
status  of  another  company. 

c.  Not  to  make  misleading  statements  or  incomplete  compari- 
sons. 

d.  Not  to  allow  the  lapsing  or  the  cancellation  of  a  policy  to 
the  detriment  of  the  insured. 

7.  As  in  other  professions,  it  is  necessary  to  keep  the  business 
affairs  and  personal  relationships  of  clients  confidential.  The  agent 
often  learns  intimately  the  finances,  the  internal  operations,  the 
processes  of  manufacture,  and  the  legal  problems  of  a  client.  The 
public  should  feel  the  same  degree  of  confidence  in  dealing  with 
the  insurance  agent  or  broker  as  he  does  in  dealing  with  the  doctor 
or  the  attorney. 

8.  There  is  a  responsibility  to  see  that  losses  are  settled  justly 
and  promptly,  not  to  permit  a  client  to  collect  too  much,  nor  to 
allow  an  adjuster  to  drive  a  hard  bargain. 
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9.  There  are  many  professional  duties  to  be  constantly  main- 
tained: 

a.  Informing  the  public  of  new  coverages  and  new  laws  affect- 
ing insurance. 

b.  The  holding  of  nest  collections  in  trust  for  the  companies. 

c.  Aiding  in  accident  and  fire  prevention  campaigns. 

d.  Encouraging  legislation  proper  to  the  welfare  of  the  public 
from  an  insurance  standpoint. 

10.  Producers  should  not  encroach  upon  the  other  professions; 
they  should  leave  the  work  of  the  lawyers  or  the  accountants  to 
them.  When  a  problem  is  joint,  the  professions  may  then  work 
together  to  arrive  at  a  solution. 

As  in  all  ethics,  the  standards  of  professional  conduct  in  insur- 
ance spring  from  just  common  sense.  Their  breach  arises  from  a 
lack  of  knowledge  of  the  business  itself,  of  circumstances,  of  laws 
and  regulations,  or  from  some  improper  motivation,  such  as,  a 
tremendous  hunger  for  premiums  or  a  personal  dislike  for  a  com- 
petitor. Every  encouragement  should  be  given  to  the  improve- 
ment of  educational  standards  which  would  eliminate  consider- 
ably these  causes  of  unethical  acts. 

There  are  many  fine  educational  courses  available  in  colleges 
and  business  schools,  and  the  National  Association  of  Insurance 
Agents  provides  the  material  for  courses  given  in  many  local 
agents  associations.  Individual  companies  have  training  courses 
not  only  for  employees  but  also  for  agents.  Originally  organized 
in  1909,  the  Insurance  Institute  of  America  is  devoted  to  the 
training  of  insurance  personnel  by  correspondence  courses.  It 
maintains  a  central  office  to  send  out  course  material,  and  give 
examinations.  Certificates  are  granted  to  successful  students.  The 
purpose  of  the  Institute  is  to  secure  and  justify  the  confidence  of 
the  public  and  employees  by  reliable  tests  and  assurances  of  the 
competence  and  trustworthiness  of  persons  engaged  in  insurance. 
The  syllabus  includes  life,  fire,  marine,  casualty,  fidelity,  and 
surety  insurance.  It  is  widely  followed  by  insurance  societies, 
company-operated  schools,  and  nationwide  study  groups. 

Throughout  its  fifty  years  of  existence,  the  Insurance  Society 
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of  New  York  as  been  a  potent  moral  force.  It  is  a  unique  institu- 
tion with  over  3,500  students  and  no  school  buildings;  it  uses  the 
facilities  of  many  New  York  Insurance  offices.  At  an  early  stage, 
the  general  purpose  of  the  Society  was  declared  to  be: 

1.  To  provide  and  maintain  an  organization  for  educational, 
social,  and  general  development  relating  to  insurance. 

2.  To  establish,  operate,  and  maintain  an  insurance  library  and 
reading  room. 

3.  To  promote  a  high  standard  of  ethics  among  those  engaged 
in  the  insurance  business. 

The  Society  houses  a  library  of  62,000  volumes  and  countless 
periodicals  on  insurance  subjects.  Hundreds  of  courses  are  avail- 
able. Many  leaders  in  the  insurance  business  had  their  first  formal 
insurance  education  here  and  formed  their  ethical  outlook 
through  the  guidance  of  the  Society.  At  the  end  of  the  prospec- 
tive broker's  course,  the  student  is  required  to  sign  a  pledge  which 
includes  a  number  of  the  points  mentioned  above  as  to  the  obliga- 
tions and  standards  of  professional  brokers. 

Finally,  there  are  two  organizations  which  do  not  conduct  any 
courses  or  send  out  correspondence  material,  but  which  examine 
insurance  personnel  and  grant  a  professional  designation.  For  life 
insurance,  there  is  the  American  College  of  Life  Underwriters 
(CLU)  and,  for  the  other  kinds  of  insurance,  there  is  the  Ameri- 
can Institute  for  Property  and  Liability  Underwriters  (CPCU). 
Educational  and  other  prerequisites  are  strictly  enforced  on  a 
parity  with  the  standards  for  doctors  and  attorneys.  There  are 
five  very  difficult  and  long  examinations  which  cover,  not  only 
insurance  proper,  but  also  economics,  government,  finance,  law, 
accounting,  and  general  business  knowledge.  These  organizations 
do  prescribe  a  suggested  curriculum  of  study  for  colleges  and 
other  study  groups  in  preparation  for  the  CLU  and  CPCU  ex- 
aminations. A  character  check  is  made  just  as  is  required  of  mem- 
bers of  the  bar.  The  designation  may  be  secured  only  through 
intensive  education  and  practical  experience,  and  is  conferred 
formally  before  an  assembly  of  industry  members.  Designees  for 
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CPCU  are  required  to  make  the  following  pledge  before  the  en- 
tire assemblage: 

I  shall  strive  at  all  times  to  ascertain  and  understand  the 
needs  of  those  whom  I  serve  and  act  as  if  their  interests 
were  my  own;  and  I  shall  do  all  in  my  power  to  maintain 
and  uphold  a  standard  of  honor  and  integrity  that  will 
reflect  credit  on  the  business  in  which  I  am  engaged. 

As  a  final  point,  it  should  be  made  clear  that  an  individual  enters 
the  insurance  business  for  a  livelihood— just  as  the  doctor  or  the 
lawyer  enters  his  profession.  Like  them,  the  insurance  man  also 
gets  out  of  his  profession  the  respect  of  others  and  the  satisfaction 
of  serving  the  public  well. 
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A  popular  solution  to  moral  responsibility  in  business  is  the 
possibility  of  developing  professional  standards  that  would  be 
either  applicable  to  business  as  a  whole  or  perhaps  "tailor-made" 
to  fit  certain  types  of  business  or  industry.  Proponents  of  such 
ideas  generally  take  their  stand  as  a  result  of  analyzing  prevalent 
conditions  in  such  fields  as  law,  medicine,  dentistry,  teaching,  and 
engineering.  As  a  general  rule,  one  finds  high  moral  calibre  among 
those  practicing  the  professions  and  a  sense  of  responsibility  to  the 
public  interest  far  and  away  above  that  developed  by  the  average 
businessman.  Members  of  these  professions  are  frequently  ac- 
corded a  large  degree  of  public  respectability  and  they  receive, 
in  addition  to  whatever  salaries  or  fees  they  earn,  the  prestige 
value  of  high  membership  in  the  social  circle  of  their  community. 

Why,  then,  cannot  the  businessman  be  accorded  the  same  pres- 
tige and  privilege,  if  he  is  willing  to  accept  the  duties  and  func- 
tions coincidental  with  such  position?  Is  there  something  in  the 
general  field  of  business  that  inherently  prevents  the  respectabil- 
ity of  the  corporation  executive,  so  that  in  the  long  run  profes- 
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sional  standards  cannot  be  achieved?  These  are  good  questions 
and  they  are  representative  of  many  similar  ones  that  might  be 
sincerely  asked.  For  it  is  indeed  true  that  the  barriers  are  high  and 
the  difficulties  many,  but  there  is  promise  that,  if  business  leaders 
desire  to  become  part  of  a  vast  new  profession,  they  must  work 
to  achieve  this  goal. 

This  theory  is  not  new.  Many  business  leaders  have  been  striv- 
ing toward  such  a  goal  for  the  past  twenty  years,  putting  honest 
effort  into  the  development  of  professional  conditions  within  their 
own  special  fields  of  interest.  For  example,  within  the  past  five 
years  there  has  been  a  group  established,  the  National  Sales  Ex- 
ecutives organization,  devoted  to  the  raising  of  the  business  stand- 
ards of  the  top  salesmen  of  the  country.  Through  work  at  this 
level  it  is  felt  that  the  information  and  standards  developed  will 
be  passed  through  the  sales  ranks  until  even  the  newest  member 
of  the  staff  may  be  more  aware  of  ethics  in  his  daily  business  re- 
lationships. At  the  same  time,  active  programs  are  constantly  be- 
ing developed  through  its  president,  Robert  A.  Whitney,  to  en- 
sure that  the  public  will  become  aware  of  this  movement.  Essay 
contests  on  certain  phases  of  selling  as  a  career  are  conducted  in 
high  schools,  for  example,  to  ensure  that  young  men  and  women 
of  character  and  ability  choose  selling  as  a  vocation  and  thus  keep 
personnel  quality  high.  Local  Sales  Executives  clubs  are  estab- 
lished in  major  cities  throughout  the  nation  to  carry  out  the 
above  avowed  purposes.  Another  organization  of  like  nature  and 
high  standards  is  the  Society  for  the  Advancement  of  Manage- 
ment. Such  a  trend  is  growing  and  now  embraces  associations  in 
accounting,  marketing,  transportation,  banking,  labor  relations, 
as  well  as  many  other  fields  of  business. 

WHAT  IS  PROFESSIONALIZATION? 

In  order  to  convert  any  practice  into  a  profession  it  is  necessary 
to  establish  certain  conditions  that  will  be  operative  within  that 
practice.  The  very  idea  of  professionalization  implies  a  restricted 
membership  regulated  by  a  central  authority.  It  is  not  sufficient 
to  establish  a  code  of  behavior  and  then  anticipate  complete  com- 
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pliance  by  all  members  of  the  group  engaged  in  a  particular  busi- 
ness. The  fundamental  requirements  for  the  establishment  of  a 
profession  may  be  listed  as  follows: 

1 .  Establishment  of  the  field  to  be  covered 

2.  Establishment  of  an  ethical  code 

3 .  Provision  of  rules  for  membership 

4.  Development  of  educational  standards 

5.  Provision  of  administrative  code 

6.  Establishment  of  penalties  for  noncompliance 

7.  Establishment  of  education  degree 

8.  Provision  of  the  service  motive 

There  is  an  extreme  range  of  occupations  to  be  included  when 
one  speaks  of  professionalization  of  business.  It  immediately  be- 
comes necessary  to  restrict  both  the  fields  and  the  individual  po- 
sitions within  the  fields.  It  is  best  to  separate  business  activity  into 
the  various  operational  breakdowns  (i.e.  accounting,  finance, 
marketing,  transportation,  advertising,  and  so  forth)  in  order  to 
have  at  least  uniform  groups  for  professional  development.  The 
management  executive  may  have  little  direct  training  required  as 
opposed  to  the  accountant.  The  problems  encountered  may  be 
different  as  well.  As  a  result,  a  general  classification  would  be 
comparable  to  including  a  lawyer  and  a  dentist  in  the  same  pro- 
fessional group. 

Business,  as  it  is  now  established,  lends  itself  very  well  to  the 
separation  of  occupational  functions  for  the  purpose  of  studying 
possible  professionalization.  Some  dangers  do  exist  in  this  proce- 
dure, however.  Not  the  least  of  these  is  the  question  of  uniform 
moral  codes.  If  business  is  divided  up  into  a  variety  of  occupa- 
tional professions,  past  experience  in  other  areas  shows  that  there 
may  be  a  wide  divergence  in  the  pattern  of  organization  as  well 
as  in  the  patterns  of  social  responsibility  that  will  be  developed. 
This  is  particularly  true  when  members  of  different  occupational 
professions  may  be  employed  by  one  business  firm. 

Yet  another  phase  of  the  same  problem  is  the  question  of  the 
grade  of  the  employee  or  businessman  who  would  be  admitted  to 
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professional  standing.  Most  large  organizations  have  several  tiers 
of  executives  in  every  branch  of  activity,  thus  providing  them 
with  a  continuing  flow  of  top-level  talent.  Smaller  firms  may  not 
be  as  comfortably  situated  and  may  not  be  able  to  afford  the  lux- 
ury of  well-staffed  executive  organizations.  Thus  there  would  be 
numerous  candidates  from  the  large  organizations,  and  relatively 
few  from  the  small.  In  addition,  as  a  result  of  need  for  versatility 
in  small  firms,  executives  frequently  double  up  on  functional  re- 
sponsibilities. It  would  be  quite  possible  for  a  small  business  ex- 
ecutive to  control  both  accounting  and  sales  work,  or  transporta- 
tion and  management,  and  so  forth.  The  difficulty  of  placing  pro- 
fessional membership  in  such  situations  would  be  a  problem. 
Neither  of  these  two  situations  should  be  considered  sufficient 
reason  for  disregarding  the  obvious  benefits  that  might  be 
achieved  from  professionalization,  but  are  merely  problems  that 
must  be  overcome  if  professional  organizations  are  to  be  made 
workable  in  business. 

Another  serious  problem  is  that  of  establishing  proper  codes  of 
moral  responsibility  or  behavior.  Again,  it  is  necessary  to  survey 
the  field  of  business  functionally,  for,  outside  of  broad  general 
considerations  such  as  public  service,  interest,  and  welfare,  each 
business  would  normally  have  its  own  ethical  problems.  A  review 
of  the  discussions  found  in  previous  chapters  dealing  with  particu- 
lar forms  of  business  activity  will  prove  this  point.  Moral  stand- 
ards vary  in  businesses  according  to  the  degree  of  public  contact 
of  each.  Selling  has  great  public  contact  and,  therefore,  individu- 
als in  that  field  have  grave  ethical  responsibilities  to  the  public 
they  serve.  On  the  other  hand,  most  management  personnel  have 
less  contact  with  the  general  public  and,  consequently,  find  their 
ethical  responsibilities  greatest  in  other  directions.  Responsibilities 
in  reference  to  absentee-owners  and  to  employees  are  of  great 
importance  in  the  management  area,  and  would  necessarily  be  in- 
cluded in  the  analysis  of  ethical  problems  in  that  field. 

When  the  subject  of  educational  qualifications  is  discussed  it 
is  necessary  to  specify  the  type  of  degree  or  degrees  required  of 
those  who  would  enter  a  particular  profession.  College  degrees  in 
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the  field  of  business  vary  from  institution  to  institution  according 
to  scope  of  the  program  undertaken.  Some  schools  give  graduates 
in  this  field  a  Bachelor  of  Business  Administration  degree, 
whereas  others  will  use  the  Bachelor  of  Arts,  Bachelor  of  Science, 
Bachelor  of  Commercial  Science,  and  several  others.  The  same 
situation  applies  to  graduate  degrees  although  the  variations  are 
fewer,  largely  as  a  result  of  there  being  fewer  schools  empowered 
to  grant  such  degrees.  Medical  schools  have  long  established  the 
Doctor  of  Medicine  as  their  degree;  dentists  have  the  Doctor  of 
Dental  Surgery;  and  nurses  the  Bachelor  of  Nursing  Education. 
Colleges  with  departments  in  Business  Administration  must  over- 
come the  competitive  aspects  of  their  degree-granting  privilege 
and  settle  upon  a  single  degree  for  business  proficiency.  Until  this 
is  done,  the  full  value  of  the  college  degree  is  weakened.  A  sug- 
gestion would  be  to  have  the  colleges  work  out  this  problem  with 
representatives  of  the  different  industries.  If  a  college  education  is 
needed  for  the  business  profession,  then  the  degree  should  be 
uniform  and  hold  the  proper  academic  significance. 

One  of  the  principal  requirements  of  presently  organized  pro- 
fessions is  a  limitation  upon  membership.  The  primary  cause 
given  for  this  is  that  of  maintaining  only  individuals  of  the  highest 
type  as  professional  members.  A  further  excuse  is  the  desire  to 
limit  competition  within  the  field,  although  this  is  not  a  reason 
that  is  often  voiced  openly.  Needless  to  say,  membership  restric- 
tion should  not  be  based  upon  any  qualifications  other  than  com- 
petence and  moral  responsibility.  Competence  may  be  based  upon 
either  examination  or  educational  history.  In  some  cases  there 
may  be  a  period  of  apprenticeship  leading  to  certification  of  pro- 
ficiency by  a  member  of  the  profession  in  good  standing.  Moral 
limitations  are  somewhat  more  difficult  to  determine.  Reputation, 
character,  testimonials,  and  other  background  material  are  of 
value  in  some  instances.  On  the  other  hand,  it  is  frequently  con- 
sidered that  moral  values  are  more  important  in  maintaining  the 
individual  as  a  member  than  in  admitting  him  to  membership.  If 
an  individual  has  the  qualifications  for  membership  he  should  be 
admitted;  then  dropped  from  honorable  association  if  he  errs  in 
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practice.  More  can  be  said  about  the  status  of  moral  responsibility 
after  a  proper  code  of  ethics  has  been  established  for  the  pro- 
fession. 

Along  with  the  membership  requirements  there  must  come  a 
clear  analysis  of  the  educational  or  other  such  qualifications 
deemed  important  in  the  development  of  the  professional  busi- 
nessman. Such  standards  are,  of  course,  largely  dependent  upon 
the  phase  of  business  or  industry  that  the  trainee  anticipates  enter- 
ing. For  this  reason,  many  colleges  of  economics  and  business  ad- 
ministration have  made  careful  study  of  the  requirements  of  vari- 
ous businesses  and  have  tailor-made  their  curricula  to  fit  actual 
needs.  This  is  particularly  true  of  graduate  schools,  where  faculty 
members  spend  a  great  proportion  of  their  time  in  direct  contact 
with  business  enterprise.  However,  such  procedure  lacks  uni- 
formity and  there  are  almost  as  many  program  variations  as  there 
are  colleges.  Complete  study  in  each  field  is  necessary  to  achieve 
a  sound  educational  base.  The  difficulties  accompanying  such  a 
unified  approach  are  many.  For  example,  in  a  recent  survey  con- 
ducted by  the  author  among  approximately  two  hundred  cor- 
poration executives  in  the  New  England  and  Middle  Atlantic 
States,  over  eighty  per  cent  favored  a  minimum  of  specialized 
training  for  top  executive  positions  and  very  little  practical  busi- 
ness training.  Such  courses  as  literature,  philosophy,  psychology, 
laboratory  science,  and,  above  all,  English  and  speech  were  sug- 
gested. This  shows  a  lack  of  uniformity  among  present  business 
leaders  themselves  as  to  what  educational  courses  are  valuable  for 
business  leadership. 

A  professional  organization  must  have  some  administrative 
control  over  the  membership;  that  is,  there  must  be  a  controlling 
force  to  administer  the  approved  standards  and  ethical  principles. 
Dictatorial  policy  and  organization  are  not  necessary,  but  the 
controlling  power  must  be  there  or  the  professional  values  will  be 
lost.  The  American  Medical  Association  operates  as  the  adminis- 
trative force  in  medicine.  This  organization  handles  all  phases  of 
physicians'  contacts  with  the  public,  the  government,  and  other 
associations.  Furthermore,  the  AMA  exercises  control  over  who 
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will  practice  medicine  through  the  administration  of  professional 
standards.  The  power  of  such  an  organization  must  arise  from 
the  concerted  desire  of  those  who  make  up  the  profession.  More- 
over, the  power  must  be  sufficient  to  maintain  full  responsibility 
to  that  public  which  the  members  of  the  profession  profess  to 
serve. 

One  of  the  principal  functions  of  such  a  control  mechanism  is 
the  proper  establishment  of  penalties  for  those  who  do  not  pay 
proper  heed  to  the  established  rules  and  regulation.  There  are  al- 
ways persons  who  profess  to  believe  and  support  certain  stand- 
ards, but  who,  in  their  desire  for  personal  interest,  sacrifice  such 
standards  for  profit.  The  ultimate  penalty  is  expulsion  from  mem- 
bership. But,  between  that  final  punishment  and  full  and  unlimited 
professional  standing,  lie  many  lesser  penalties  for  lesser  offenses. 
It  is  up  to  the  control  body  of  the  profession  to  specify  offenses 
and  prospective  punishments  and  to  set  up  a  mechanism  for  en- 
forcement. Only  in  this  manner  can  standards  be  maintained. 

DIFFICULTIES  IN  PROFESSIONALIZATION  OF  BUSINESS 

Although  it  might  appear  from  the  preceding  discussion  that 
the  development  of  business  and  industry  as  professions  would  be 
relatively  easy,  to  make  such  an  assumption  would  be  extremely 
naive., .Professionalization  of  business  must  and  will  be  a  long 
process  of  gradual  evolution,  since  no  procedure  of  this  magni- 
tude can  be  accomplished  overnight.  But  the  idea  forms  an  in- 
teresting bit  of  conjecture  and  makes  a  stimulating  goal  for  busi- 
ness leaders  of  today.  Progress  is  usually  made  when  an  ultimate 
result  is  visible.  So,  with  that  as  a  basis,  the  important  question  is: 
what  difficulties  lie  between  the  businessman  and  this  long-run 
objective? 

First,  of  course,  is  the  fact  that  business  is  made  up  of  thou- 
sands of  persons.  Each  person  is  equipped  by  nature  with  certain 
characteristics,  such  as  personal  interest,  desire  for  profit,  compet- 
itive spirit,  and  many  other  factors  which  are  opposed  to  the  idea 
of  professionalization.  In  addition,  human  beings  do  not  meet 
problems  in  an  identical  manner;  each  person  faces  his  problems 
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from  an  individual  point  of  view.  The  idea  of  supporting  a  gen- 
eral set  of  principles,  although  not  directly  repugnant  to  personal 
desires,  does  to  a  large  degree  oppose  normal  human  practice  in 
this  country.  Any  movement  that  has  for  its  underlying  base  the 
idea  of  overcoming  some  phase  of  human  nature  invariably  has 
difficulty  in  ultimate  attainment.  Many  of  the  present  social  gains 
have  been  accomplished  in  spite  of  strong  popular  objection. 
Thus,  a  program  such  as  is  considered  in  this  chapter  would  have 
to  develop  strong  force  if  it  were  to  be  successful.  Business  lead- 
ers would  have  to  be  influenced  by  the  need  of  such  a  plan  to  a 
far  greater  degree  than  now  exists. 

Furthermore,  difficulties  lie  in  the  problem  of  developing  uni- 
form codes  of  goocTpraetice  for  business  and  industry.  Whenever 
such  codes  are  considered  or  discussed,  the  almost  inevitable  re- 
sult is  the  acceptance  of  the  Golden  Rule,  and  little  or  no 
strength  is  put  into  the  measure.  The  Golden  Rule  is  certainly 
a  code  worth  having  but  it  is  only  a  small  part  of  human  ethics  as 
applied  to  business.  There  are  many  phases  of  business  practice 
that  must  be  thoroughly  spelled  out  if  they  are  to  be  controlling 
influences  in  man's  daily  living.  But,  because  most  business  leaders 
approach  this  problem  with  strictly  individualistic  concepts  of 
moral  righteousness,  it  is  difficult  to  reach  a  common  accord  on 
most  provisions.  Again,  the  answer  is  true  cooperative  action 
rather  than  leadership  by  personal  prestige  or  influence. 

An  obvious  solution  to  many  of  the  problems  aroused  by  in- 
dividualism in  this  economic  society  would  be  through  govern- 
ment sponsorship  of  ethical  codes  of  practice.  Thus  governmental 
strength  could  be  used  to  force  individual  natures  into  line, 
thereby  removing  individualism  once  and  for  all.  However,  this 
type  of  plan  runs  counter  to  the  whole  idea  of  American  de- 
mocracy. It  centers  economic  controls  in  the  hands  of  the  govern- 
ment and  would  inevitably  lead  to  complete  government  owner- 
ship of  industry  under  a  socialistic  type  of  economy.  Further- 
more, evidence  is  available,  through  a  study  of  early  New  Deal 
days,  that  government  and  business  do  not  have  common  objec- 


The  Professionalization  of  Business  237 

tives  in  ethical  practice.  Government's  position  is  regulatory  in 
support  of  the  public  interest.  Exceeding  the  limits  of  this  pur- 
pose places  a  heavy  responsibility  upon  government  authority 
that  it  should  not  have.  Failure  of  business  to  accept  its  own 
share  of  self-regulation  will  not  improve  actual  standards.  The 
passage  of  restrictive  legislation  has  rarely  solved  the  problem  of 
business  practice  unless  it  has  struck  deep  at  the  very  roots  of 
business  operation.  The  advent  of  government-sponsored  codes 
of  practice  would  hurt  the  operation  of  free  enterprise  in  the 
United  States  and  would  signify  a  condition  of  weakness  among 
business  leaders. 

If  business  itself  were  to  establish  its  own  professional  stand- 
ards, and  this  appears  to  be  the  most  acceptable  pattern,  then  the 
question  is:  what  leaders  shall  exercise  control  and  what  will  be 
the  extent  of  their  authority?  This  consideration  is  important 
both  idealistically  and  practically.  Power  has  generally  moved 
with  bigness  in  a  competitive  economy.  In  group  organizations 
such  as  trade  associations,  regulatory  agencies,  and  others,  it  is 
the  large  corporations  that  exert  the  greatest  influence.  One  rea- 
son for  this  is  the  ability  of  large  firms  to  employ  the  top  men  in 
their  fields  of  industry. 

PROFESSIONALISM  AND  SOCIAL  WELFARE 

The  principal  benefit  to  be  derived  from  a  program  of  business 
professionalization  is  the  element  of  service.  Qneof__the_b^sic 
creeds  of  all  professional  groups  and  societies  is  the  fact  that  the 
organization  is,  and  shall  continue  to  be,  dedicated  to  the  service 
of  mankind.  Such  service,  of  course,  can  be  developed  through 
individuals  without  recourse  to  group  action;  it  is,  however,  more 
difficult  to  follow  a  program  of  social  betterment  individually  in 
the  face  of  practical  business  competition.  As  a  rule,  the  individual 
who  operates  most  ethically  must  reach  a  high  level  of  business 
service  before  he  is  able  to  apply  the  highest  ethical  standards  to 
his  work.  In  other  words  it  has  been  necessary  in  the  past  to 
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achieve  either  economic  strength  or  strong  group  action  before 
attempting  the  "luxury"  of  ethical  practice. 

The  former  alternative  is  now  limited  for  the  most  part.  In- 
tense competitive  rivalry  and  governmental  tax  requirements  re- 
strict the  opportunity  that  most  firms  may  have  to  develop  great 
economic  power.  Most  of  the  economic  titans  achieved  their 
power  in  days  gone  by  and  have  maintained  their  position  through 
high  business  efficiency.  Thus,  it  is  necessary  to  search  elsewhere 
for  the  motivating  force  to  control  the  individual's  opportunity 
for  ethical  practice.  The  second  alternative,  group  action,  then  ap- 
pears as  a  solution  to  replace  the  dwindling  opportunities  af- 
forded individuals  to  become  business  leaders  of  great  economic 
power  and  strength. 

^Professionalization  of  business  practice  closely  approximates 
the  ideal  of  group  action  for  social  betterment.  Through  a  solid 
and  substantial  organization  of  men  in  similar  lines  of  work,  rules 
and  regulations  of  good  practice  that  can  be  applied  to  common 
problems  may  be  developed.  Furthermore,  through  common  as- 
sociation, strength  in  supporting  these  objectives  may  be  attained. 
In  this  manner,  the  greatest  danger  to  the  practice  of  good  ethics, 
the  element  of  economic  competition,  can  be  effectively  removed. 

There  is  some  antagonism  among  other  professional  groups  to 
applying  the  word  professional  to  business  organizations.  The 
feeling  is  not  justified;  there  is  no  adequate  reason  to  assume  that 
business  is  bad  per  se.  Any  job  or  service  can  be  operated  ethically 
by  and  subject  to  a  code  of  good  practice  if  the  members  of 
society  that  provide  that  service  are  willing  to  adhere  to  such  a 
code.  Thus,  since  economic  values  may  have  declined,  it  becomes 
necessary  to  establish  the  professional  code  in  their  place. 

FUTURE  OF  PROFESSIONALIZATION 

It  is  rather  hard  to  foresee  what  is  in  the  future  for  the  business 
"profession,"  largely  because  it  is  difficult  to  predict  the  speed  of 
human  change.  Although  people  are  adaptable  to  changing  stand- 
ards of  conduct  and  practice,  nevertheless  the  change  must  be 
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dynamic  and  vital  if  it  is  to  cause  any  great  effect  in  the  business 
world.  To  date  the  motivating  forces  behind  improved  ethical 
standards  have  sprung  from  public  demands  to  be  protected  from 
fraudulent  operators,  and  this  has  led  to  the  intervention  of  gov- 
ernmental agencies  into  the  pattern  of  economic  life.  Business 
itself  must  take  up  the  challenge  to  improve  its  social  position. 
This  movement  will  cause  all  the  difference  in  public  acceptance 
of  the  business  leader  as  a  professional  man.  It  can  be  done  if  busi- 
ness wants  to  do  it. 
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There  is  little  doubt  that  colleges  are  playing  a  role  of  increas- 
ing importance  in  directing  the  economic  lif  e  of  the  nation.  Their 
dominance  has  never  been  as  great  as  it  is  today.  In  the  past,  insti- 
tutions of  higher  learning  were,  for  the  most  part,  organizations 
for  the  privileged  few.  Today  the  successful  college  or  university 
can  measure  its  value  by  the  degree  of  impact  which  it  has  upon 
the  local  community,  the  state,  and  the  nation,  as  well  as  upon 
all  segments  of  society  included  within  these  political  boundaries. 
Colleges  do  not  shirk  this  responsibility  and,  in  many  instances, 
when  students  themselves  feel  that  the  interest  of  the  college  in 
community  affairs  is  too  weak,  they  will  take  the  leadership  in 
promoting  relations  between  their  institution  and  the  society  to 
which  they  belong. 

This  trend  has  caused  many  institutions  to  examine  critically 
their  program  with  a  view  toward  increasing  the  degree  of  lead- 
ership and  public  service  offered.  A  college  cannot  content  itself 
with  an  educational  program  designed  to  care  for  registered 
students  alone,  but  it  must  serve  the  public  in  general,  whether  it 
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is  by  taking  the  classroom  into  the  community  or  by  providing 
research,  consultative,  or  other  similar  functions  to  the  commu- 
nity. The  feeling  exists  that  each,  college  or  community,  can  aid 
the  other  immeasurably. 

It  is  true  that  this  situation  has  not  arisen  purely  from  altruistic 
motives  on  the  part  of  colleges.  It  has  been  achieved  in  some 
cases  by  financial  necessity  and  in  others  by  the  desire  to  be  of 
service  on  the  part  of  certain  faculty  members  and  administrators. 
But  it  can  be  definitely  said  that  the  trend  has  placed  the  colleges 
on  a  high  plane  of  responsibility  for  the  development  and  expan- 
sion of  moral  leadership. 


SOCIAL  UTILITY  AND  HIGHER  EDUCATION 


One  concept  of  the  role  of  colleges  and  universities  in  present 
society  is  that  the  results  of  higher  education  must  directly  and 
immediately  contribute  to  social  utility.  So  many  educators  as 
well  as  students  fall  into  complete  acceptance  of  this  theory  with- 
out considering  the  full  implications  of  such  a  stand.  It  is  true  that 
institutions  of  higher  learning  do  have  a  responsibility  toward  the 
improvement  of  social  conditions.  There  is  nothing  amiss  in  such 
a  purpose.  However,  to  evaluate  the  actual  good  of  a  collegiate 
program,  the  question  of  immediate  practicality  versus  future 
social  gains  and  benefits  must  be  raised.  It  would  appear  that 
many  collegiate  efforts  are  directed  toward  the  more  visible  re- 
sults of  immediate  social  utility  rather  than  the  ultimate  gains  to 
be  achieved  by  a  program  designed  to  uplift  the  moral  values  of 
society. 

One  cannot  stress  too  strongly  the  fact  that  colleges  do  provide 
a  heavy  percentage  of  the  business  and  economic  leadership  of 
this  nation  (as  well  as  of  many  other  democratic  countries).  The 
fact  that  the  collegiate  program  tends  to  promote  freedom  of 
thought,  expression,  and  action  among  this  leadership  group 
places  the  burden  of  training  and  direction  for  the  efforts  of  such 
persons  upon  the  type  of  educational  experience  they  have  re- 
ceived. This  is  a  grave  responsibility  for  the  educational  program 
and  one  which  must  be  adequately  reviewed  by  educators  in  or- 
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der  to  insure  the  fullest  acceptance  of  such  responsibility.  The 
aforementioned  problem  of  vocationalism  bears  out  this  conten- 
tion to  a  marked  degree.  There  is  no  doubt  that  to  place  sole  re- 
liance upon  a  program  of  vocational  training  normally  will  result 
in  a  woeful  gap  in  the  complete  discharge  of  educational  re- 
sponsibility. Consequently,  the  practice  of  actual  or  implied  sub- 
jugation of  moral  values  to  the  profit  incentive  or  self-interest 
motive  of  individuals  is  detrimental  to  the  continued  progress  of 
such  a  society  as  is  found  in  the  United  States  today. 

THE  DOCTRINE  OF  FREEDOM 

Recent  years  have  seen  an  alarming  restriction  of  the  doctrine 
of  academic  freedom  in  our  educational  structure.  Permeating  the 
entire  structure  of  institutions  of  learning  this  movement  to  re- 
place freedom  with  conformity  has  led  to  a  reduction  in  the  best 
efforts  of  teaching  and  research  in  college  circles.  It  is  easier  to 
modify  one's  beliefs  and  actions  to  the  immediate  desires  and 
beliefs  of  society  rather  than  to  crusade  and  strive  for  that  which 
is  known  to  be  best  for  society  in  the  long  run.  College  faculty 
members  are  human  beings  and,  without  strong  desires  to  exert 
their  freedom  of  research  and  investigation,  many  tend  to  follow 
the  normal  pattern  of  the  society  in  which  they  find  themselves. 
Moreover,  faculty  groups  may  be  molded  into  one  pattern  or  an- 
other by  a  selective  method  of  appointment  or  through  the  misuse 
of  political  pressure  by  a  governing  body.  Unfortunately,  both 
methods  have  been  used  by  certain  "iron-curtain"  nations  in  or- 
der to  perpetuate  their  form  of  governmental  and  economic  op- 
eration. Through  direct  control  of  faculty  appointment,  they 
find  it  relatively  simple  to  exercise  control  over  ideas  and  sub- 
jects passed  on  by  faculty  members  to  students  of  such  institu- 
tions. This  is  a  direct  contradiction  to  the  theory  of  academic 
freedom  considered  so  vital  in  a  democratic  form  of  society. 

There  is  no  doubt  in  the  minds  of  true  educators  that  freedom 
of  thought  is  indispensable  to  the  development  of  sound  moral 
principles.  Without  the  free  ability  to  pursue  knowledge  for 
knowledge's  sake,  the  results  of  the  educational  experience  will 
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tend  to  become  stratified  and  lacking  in  improvement.  Moral 
values  are  dependent  upon  continued  improvement  in  social 
standards  and  can  be  achieved  only  from  the  resistance  to  con- 
formity. The  American  pattern  of  education,  unfortunately, 
could  easily  fall  into  the  same  type  of  philosophy  in  regard  to 
freedom  that  the  institutions  of  many  other  nations  have  em- 
braced. Public  interest,  as  well  as  the  interests  of  educational  lead- 
ers themselves,  should  strive  to  avoid  such  a  pitfall.  This  can  be 
done  only  through  a  complete  and  proper  understanding  of  the 
principles  involved  and  a  diligent  effort  to  maintain  the  freedom 
of  academic  action. 

COMMUNITY  RESPONSIBILITY  AND  THE  AMERICAN  COLLEGE 

As  one  observes  the  development  of  American  society  as  well 
as  the  improvement  of  community  living,  one  cannot  help  but 
note  the  vast  influence  of  the  colleges  upon  the  design  or  pattern 
of  living.  Not  only  are  most  community  leaders  affected  by  direct 
collegiate  training  and  experience  but  the  impact  of  collegiate 
activity  tends  indirectly  to  reach  the  vast  majority  of  citizens  in 
one  fashion  or  another.  The  "ivory  tower"  concept  of  higher  edu- 
cation has  rapidly  diminished  in  recent  years,  with  the  financial 
difficulties  that  many  small  colleges  faced,  plus  the  growing  reali- 
zation that  for  true  application  of  academic  theories  the  commu- 
nity presented  a  real  laboratory  or  testing  ground.  With  regard  to 
the  first  factor,  many  colleges  were  forced  by  high  operational 
costs  and  reduced  revenues  to  seek  ways  and  means  to  stabilize 
financial  operations.  By  turning  to  business  and  industry  with 
cooperative  educational  programs,  many  colleges  balanced  their 
budgets  through  educational  contributions  and,  in  addition,  the 
influence  and  leadership  of  the  college  and  its  staff  was  felt  by 
noncollege  segments  of  society.  This  trend  has  promoted  a  greater 
influence  by  college  thinking  than  had  been  prevalent  in  years 
gone  by.  The  result,  if  carried  to  its  ultimate  conclusion,  will  have 
a  real  value  in  the  molding  of  improved  public  practice.  It  also 
creates  an  interest  in  ethical  policy— political,  economic,  and 
personal. 
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A  recent  innovation  in  college  practice,  again  particularly  by- 
small  liberal  arts  colleges,  is  their  adopting  communities  as  testing 
grounds  for  educational  experimentation.  In  this  manner  a  com- 
munity, or  a  segment  of  a  specific  community,  is  considered  a 
definite  part  of  the  collegiate  program  and  is  studied  by  students 
and  faculty.  In  many  instances  the  results  lead  to  community 
improvement  through  the  adoption  of  recommendations  of  the 
college  and  its  staff.  Communities  now  have  an  awareness  of  the 
advantages  that  may  accrue  from  true  cooperation  with  colleges 
and  universities  under  such  programs.  It  is  true  that  this  ac- 
ceptance is  relatively  recent,  but  the  trend  is  growing.  The  natural 
result  is  the  fact  that  colleges,  already  important  in  direct  effect 
upon  public  policy  through  leadership  training,  will  assume  even 
greater  responsibilities  in  the  areas  which  they  serve. 

Further  evidence  of  this  same  trend  but  on  a  much  larger  scale 
is  the  development  of  economic  and  political  research  by  state 
universities  in  cooperation  with  state  and  national  governments. 
The  type  of  research  and  service  is  dependent  upon  the  needs  of 
the  government  body.  Such  assistance  takes  the  form  of  talent 
loans  from  the  faculty  or  the  assumption  of  research  tasks.  Al- 
though, in  general,  such  programs  have  in  mind  immediate  social 
and  economic  problems,  long  range  aspects  through  precept  and 
example  tend  to  develop  sound  moral  principles.  In  any  event 
the  greater  the  contact  between  universities  and  the  public,  the 
greater  will  be  the  influence  felt  from  university  activity. 

One  cannot  be  so  foolish  as  to  assume  that  all  contact  between 
the  community,  the  government,  and  institutions  of  higher  learn- 
ing will  lead  to  improvement  of  living  standards  and  moral 
principles.  There  are  many  instances  where  the  reverse  has  been 
true,  particularly  in  the  dissemination  of  warped  ideologies. 
However,  such  examples  are  in  the  decided  minority  and  can  be 
further  minimized  by  the  care  exercised  over  the  development  of 
such  programs.  This  is  a  responsibility  chargeable  directly  to 
both  educators  and  community  leaders. 
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THE  BUSINESS  CURRICULUM  AND  ETHICS 

In  recent  years,  the  colleges  of  the  nation  have  been  a  prime 
source  in  the  development  of  leadership  for  business  and  industry. 
They  not  only  have  supplied  highly  trained  specialists  and  tech- 
nicians but  also  those  individuals  who  have  received  a  broad 
cultural  background  and  anticipate  receiving  their  specialized 
training  after  entry  into  the  business  world.  Since  the  importance 
of  this  supply  of  talent  is  so  marked  in  the  planning  and  policy 
making  of  small  and  large  business  it  seems  wise  to  evaluate  the 
moral  side  of  such  training  as  it  exists  today.  During  a  recent  tele- 
vision program  Dr.  Lewis  Webster  Jones,  President  of  Rutgers 
University  (State  University  of  New  Jersey),  bemoaned  the  fact 
that  colleges  were  placing  too  great  an  emphasis  upon  the  techni- 
cal and  vocational  aspects  of  education  and  too  little  upon  the 
moral  and  cultural  side  of  the  college  program.  It  is  not  desirable 
to  turn  university  organizations  into  an  "association  of  trade 
schools."  Much  stress  has  been  laid  upon  the  problem  by  students 
who  desire  to  analyze  the  path  down  which  college  programs  are 
now  traveling.  Perhaps  the  more  recent  trends  in  this  direction 
are  directly  traceable  to  the  impact  of  veterans  upon  the  curricula 
of  colleges  and  universities,  for,  in  truth,  many  such  students 
could  not  be  blamed  for  their  desire  to  train  themselves  immedi- 
ately for  a  life  trade  or  task.  Many  had  seen  four  or  more  years 
of  their  life  already  devoted  to  military  pursuits.  Again,  business 
itself  has  been  responsible  through  personnel  policies  that  fre- 
quently pass  up  the  broadly  trained  job  candidate  in  favor  of  the 
one  who  has  specialized  or  "majored"  in  a  particular  skill  that  will 
fit  the  immediate  employment  needs  of  the  company  represented. 
Immediate  requirements,  therefore,  frequently  overshadow  the 
long-run  leadership  needs  of  industry.  Since  this  situation  had  a 
broad  general  effect  upon  the  state  of  moral  leadership  in  business 
and  trade,  it  seemed  appropriate  to  survey  conditions  in  one  hun- 
dred colleges  and  universities  of  the  United  States  in  order  to  see 
the  emphasis  given  to  training  for  moral  leadership  and  economic 
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life.  The  results  (see  Table  A)  were  both  interesting  and  startling. 
There  has  been  a  rather  general  impression  that  the  recent 
"crime  commission"  investigations  of  the  Federal  Government,  as 
well  as  disclosures  in  the  revenue  service,  had  developed  a  new  im- 
petus toward  thinking  along  moral  or  ethical  lines.  It  was  be- 
lieved that  the  publicity  attendant  upon  the  hearings  might  have 
created  a  keen  interest  into  the  question  of  ethics  in  all  phases  of 
economic  life.  Over  one-half  of  the  colleges  and  universities 
(fifty-five  per  cent)  questioned  on  this  point,  however,  main- 
tained that  there  appeared  to  be  no  change  in  student  reaction 
to  ethical  matters.  Only  twenty-five  per  cent  believed  that  the 
government  disclosures  had  created  any  degree  of  additional  in- 
terest in  the  problem  of  business  morality.  The  balance  of  report- 
ing institutions  indicated  some  alumni  pressure  for  more  work  in 
the  field  of  ethics  for  undergraduates.  Seemingly  a  greater  en- 
thusiasm for  the  subject  matter  for  such  a  course  is  generated  after 

Table  A 

Survey  of  College  Opinion 
Business  Ethics 


Yes 

No 

Per  cent 

Per  cent 

5.6 

94.4 

75.0 

17.0 

1.  Do  you  have  a  course  in  Business  Ethics? 

2.  Do  you  treat  Business  Ethics  in  other  courses? 

3.  Is  the  subject  considered  important  in  curriculum  by  your 

institution?  75.0  11.0 

4.  Has  there  been  a  recent  change  in  opinion  based  upon  re- 
cent governmental  disclosures?  25.0  55.0 

5.  Can  Business  Ethics  be  a  satisfactory  course  in  the  business 
curriculum?  50.0  36.1 

6.  Is  there  sufficient  teaching  material  available   for  good 

course  work?  30.5  55.0 

7.  What  is  the  reaction  of  students  in  your  institution  in  re- 
gard to  Business  Ethics? 


Per  cent 

Per  cent 

A  High  Interest 

30.5 

Interested 

42.0 

Low  Interest 

11.0 

No  Interest 
Per  cent 

0.0 

No  Reply 

16.5 
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practical  experience  is  added  to  an  academic  background.  On  the 
other  hand,  most  institutions  so  pressured  have  withheld  such  a 
course  from  their  curriculum  because  of  practical,  often  fi- 
nancial, considerations. 

Business  Ethics,  as  offered  in  colleges  at  the  present  time,  is 
packaged  in  with  other  subject  matter  material.  In  some  cases 
it  is  felt  that  the  course  alone  is  too  costly  for  the  average  college 
budget.  In  other  schools,  the  faculty  considers  that  the  subject 
matter  of  business  ethics  can  be  made  more  practical  by  including 
it  with  material  offered  in  regular  business  subjects.  Statisti- 
cally, seventy-five  per  cent  of  the  colleges  polled  in  the  previously 
mentioned  survey  included  ethical  problems  as  part  of  the  subject 
matter  of  other  course  material.  This  is  in  striking  contrast  to  the 
fact  that  only  six  per  cent  of  the  colleges  replying  offered  courses 
in  Business  Ethics  proper.  An  unfair  conclusion  that  might 
be  drawn  from  the  above  figures  would  be  that  most  faculties 
are  not  interested  in  the  subject  itself.  This  is  far  from  the  case; 
the  college  officer  or  professor  that  is  not  interested  in  ethics  is 
a  member  of  a  very  small  minority.  Over  eighty  per  cent  of  the 
schools  queried  firmly  believed  that  ethics  in  some  form  or 
another  was  a  very  important  phase  of  the  college  curriculum. 
In  fact,  most  of  those  few  who  felt  that  the  subject  had  little 
value  in  the  college  program  were  quite  frankly  doubtful  of  their 
ability  to  offer  such  a  subject  in  a  manner  that  would  pay  due 
regard  to  its  importance  in  modern  society.  Such  a  reaction  would 
make  this  minority  even  stronger  supporters  of  a  sound  program 
in  Business  Ethics. 

One  charge  that  can  be  laid  directly  in  the  laps  of  business 
men  and  industrial  leaders  themselves  is  the  fact  that  over  half  of 
the  colleges  reporting  found  a  decided  lack  in  good  teaching  aids 
and  materials  in  this  area.  There  appears  to  be  a  plentiful  supply 
of  case  histories  of  Better  Business  Bureau  activity  but  material 
describing  business  ethics  and  morality  seemed  to  be  in  very  short 
supply.  It  would  seem  that  this  field,  because  of  few  course  offer- 
ings, has  not  appeared  to  be  sufficiently  lucrative  to  attract  many 
writers.  Businessmen  have  concentrated  more  upon  the  analysis 
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of  trends  and  economic  conditions  than  upon  the  description  of 
moral  responsibility  in  business  practice.  The  latter  problem 
must  be  solved  before  a  good  program  can  be  developed  for 
college  class  room  use. 

In  spite  of  the  survey  results  mentioned,  student  interest  is 
apparent  in  the  general  area  of  business  ethics.  Approximately 
seventy-three  per  cent  of  the  reporting  institutions  of  higher 
learning  indicated  that  their  students  were  interested  in  pursuing 
studies  of  this  nature  with  about  one-third  signifying  a  very  high 
level  of  interest.  No  college  polled  reported  a  negative  degree  of 
student  interest.  Apparently  students  are  desirous  of  understand- 
ing the  full  impact  of  ethics  upon  American  business  practice. 
Much  of  their  interest  does  stem  from  the  fact  that  they  have 
learned  from  other  course  work  the  amount  of  ethics  practiced 
by  top  business  leaders.  In  their  desire  to  emulate  such  success 
stories  in  their  own  lives,  they  strive  to  follow  similar  ethical 
patterns. 

MORAL  OBLIGATIONS  OF  EDUCATORS 

In  summary,  it  seems  necessary  to  stress  a  point  of  great  im- 
portance in  discussing  the  role  of  higher  education  in  society 
today:  the  only  real  reason  for  education  is  to  improve  standards 
of  living  and  conduct  in  society.  The  two  goals  are  not  as  far 
apart  as  they  might  seem.  Immediate  gain  may  be  achieved  with- 
out due  regard  to  the  moral  values  involved  in  particular  actions. 
That  fact  cannot  be  contradicted.  But  the  real  values  of  man's 
activity,  personal  satisfaction,  public  acceptance,  personal  and 
political  freedom  can  best  be  achieved  by  the  continued  improve- 
ment of  man's  moral  behavior.  And,  since  moral  values  are  al- 
ways subject  to  improvement  and  development,  the  search  for 
new  ethical  standards  must  continue  unfettered  by  public  or  in- 
stitutional policy.  There  cannot  be  restriction  upon  the  efforts 
of  teachers  to  assess  social  values  and  develop  new  and  better 
standards  for  public  educational  purposes.  The  faculty  member 
is  a  citizen  and  must,  therefore,  accept  his  full  share  of  responsibil- 
ity in  the  continued  development  of  the  society  of  which  he  is  a 
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part.  Thus,  the  faculty  member  has  obligations  for  moral  develop- 
ment both  as  a  member  of  society  and  also  as  an  observer  of  social 
customs  through  his  role  as  a  thinker  in  the  educational  atmos- 
phere. Both  obligations  are  heavy  and  require  that  the  best  efforts 
of  which  he  has  command  be  committed  toward  moral  and  social 
betterment.  Without  full  recognition  of  this  duty,  the  educator 
achieves  less  than  the  full  value  which  he  might  contribute  to 
society.  It  is  a  basic  condition  in  the  continued  progress  of  the 
democratic  form  of  society  that  this  freedom  be  unfettered  by 
narrow  thinking  and  the  regimentation  of  the  academic  pattern. 
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Throughout  the  course  of  comments  in  this  volume,  whether 
by  business  executive  or  faculty  member,  it  has  been  indicated 
that  there  is  a  real  desire  for  improvement  of  ethical  practice  in 
business  on  a  continuing  pattern.  Unfortunately  much  of  this 
desire  is  hidden  all  too  frequently  in  the  blase  or  cynical  attitude 
which  states  either  that  all  business  is  bad  and  cannot  be  improved 
or  that,  regardless  of  how  ethical  an  individual  might  care  to  be, 
he  must  compete  with  others  in  his  field  who  will  lack  the  basic 
good  purposes  which  he  may  have.  In  other  words,  the  latter  is 
characterized  by  the  old  proverb  that  one  rotten  apple  will  spoil 
the  whole  barrelful.  Both  attitudes  are  wrong  and  full  support  of 
either  would  endanger  the  whole  framework  of  morality  in  eco- 
nomic life. 

Business  history  is  studded  with  many  examples  of  successful 
industrial  and  commercial  leaders  who  have  achieved  their  posi- 
tions of  economic  eminence  because  of  (rather  than  in  spite  of) 
their  close  adherence  to  ethical  considerations.  Preceding  chapters 
by  business  specialists  have  listed  the  names  of  many  such  persons, 
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and  those  cited  are  only  a  few  of  the  names  that  the  reader  can 
recognize  out  of  today's  top  business  institutions.  The  factor 
of  real  significance  is  the  fact  that,  in  most  cases,  the  institutions 
that  they  built  through  their  leadership  efforts  have  matured  and 
now  stand  as  pillars  of  strength  in  the  national  economy. 

It  would  be  totally  unwarranted  to  assume,  however,  that  busi- 
ness has  now  reached  a  point  where  further  progress  along  moral 
lines  is  either  unnecessary  or  cannot  be  expected.  Constant  striv- 
ingjon- the  part  of  management  is  needed  merely  in  order  to 
maintainjhe  present  ethical  position  of  business.  Experience  has 
proved  that  failure  to  stabilize  progress  can  often  lead  to  a  dis- 
astrous loss  of  ground.  This  should  be  the  first  goal  of  business 
today.  Furthermore,  it  is  a  fallacy  that  ethical  practice  cannot 
progress  beyond  the  level  that  has  already  been  achieved.  Busi- 
ness, it  has  been  clearly  indicated,  must  achieve  a  far  better  code 
of  practice  for  itself  than  is  presently  available.  Thus,  the  achieve- 
ments of  today,  no  matter  how  meritorious,  will  be  shaded  by  the 
job  to  be  done  in  the  future. 

The  only  proper  way  to  achieve  this  objective  lies  in  the  man- 
ner in  which  business  leadership  recognizes  the  problem  and 
strives  to  develop  good  sound  public  responsibility  within  itself. 
Business  has  a  definite  charge  in  its  responsibility  to  the  com- 
munity that  has  supported  it.  Let  it  be  clearly  understood  that 
failure  to  recognize  this  fact  will,  in  the  long  run,  cost  business 
its  right  of  private  operation.  There  is  no  gamble  in  ethical  prac- 
tice, purely  good  investment. 

THE  JOB  OF  MANAGEMENT 

One  basic  factor  arising  from  this  study  is  that  the  responsibil- 
ity for  good  business  practice  rests  heavily  upon  the  shoulders  of 
business  or  industrial  management.  It  is  impossible  for  this  seg- 
ment of  economic  society  to  shed  the  mantle  of  responsibility  and 
to  lay  it  upon  the  shoulders  of  the  state,  the  church,  or  any  other 
public  or  quasi-public  authority.  Regardless  of  the  basic  purpose 
of  such  authority,  the  only  successful  movement  in  the  direction 
of  increased  morality  in  economic  life  can  come  through  the 
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concerted  efforts  of  those  individuals  and  institutions  that  com- 
prise the  leadership  of  economic  society.  Many  of  the  business 
leaders  who  have  built  successful  institutions  or  whose  names 
have  joined  the  legendary  ranks  of  those  called  economic  masters 
would  subscribe  wholeheartedly  to  this  doctrine.  As  in  the  con- 
duct of  governmental  affairs,  he  who  leads  in  the  direction  of 
responsibility  will  be  eminently  more  successful  than  he  who 
works  purely  for  personal  aggrandizement. 

Successful  business  operations  clearly  demand  public  confi- 
dence in  the  business  organization,  although  the  American  people 
have  become  "brand  conscious"  and  tend  to  buy  a  product  or 
service  because  of  attractive  advertising  or  other  such  considera- 
tions. However,  the  public  is  becoming  well  informed  in  regard 
to  executive  practices,  and  will  frequently  vary  their  accustomed 
buying  habits  to  fit  their  reaction  to  management's  practices.  One 
good  example  of  this  situation  occurred  in  the  twenties  when  a 
national  oil  scandal  affected  the  sales  of  a  large  petroleum  organ- 
ization for  many  years.  The  important  consideration  for  execu- 
tives to  remember  is  that  public  confidence  in  a  company  ordi- 
narily takes  years  to  build  but  it  can  be  destroyed  in  a  matter  of 
hours  if  publicityT)e"gTmTTolts  malpractices. 

In  order  to~Blmfaror^5rT5mote  the  confidence  of  the  public  in 
an  economic  institution,  management  must  evaluate  itself  in  re- 
gard to  efficiency,  integrity,  as  well  as  cultural  and  social  respon- 
sibility. Without  these  factors  plus  a  basic  knowledge  of  human 
motivations  and  considerations,  management  will  lose  not  only 
the  confidence  but  also  the  respect  of  the  public.  Efficiency  is,  of 
course,  necessary  in  any  highly  competitive  economic  system. 
Without  it  no  firm  can  long  expect  to  merchandise  its  products 
satisfactorily  on  a  price  parity  with  other  firms.  This,  of  course, 
is  a  mechanical  or  technical  problem  that  can  be  attacked  with 
more  or  less  scientific  exactitude.  On  the  other  hand,  the  balance 
of  the  above  factors  listed  for  good  management  practice  depends 
upon  the  inner  consciousness  of  executives  themselves.  When 
executives  realize  that  their  own  personal  characters  promote  and 
develop  the  character  of  the  institution  they  manage,  then  public 
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confidence  in  the  American  economic  system  will  be  improved 
immensely.  This  factor  is  the  essence  of  a  good  public  relations 
program.  According  to  Jackson  Martindell,  "good  company 
manners  cannot  be  bought,  imported,  created  by  specialists,  or 
merely  confined  to  the  public  relations  department."1  Actually, 
good  company  manners  signify  nothing  more  or  less  than  good 
public  responsibility  on  the  part  of  management. 

Management  can  do  much  to  promote  the  welfare  of  the  areas 
in  which  it  has  contact  through  employment,  sales,  or  other 
operations.  Responsible  management  realizes  that  it  is  one  of  its 
prime  nonproduction  duties  to  assume  a  definite  and  whole- 
hearted interest  in  public  welfare.  The  degree  of  importance  of 
this  factor  depends  upon  the  size  of  the  corporation  and  the  num- 
ber of  community  organizations  with  which  it  has  contact.  One 
basic  manner  in  which  this  responsibility  can  be  recognized  by 
management  is  through  the  active  participation  of  management 
in  community  affairs.  This  is  not  dictated  policy  in  which  force 
is  used  to  develop  managerial  interest  in  the  community.  Instead, 
it  depends  upon  the  promotion  in  the  minds  of  management 
staff  members  of  the  values  that  can  be  achieved  through  proper 
participation  in  community  problems.  Such  participation  should 
not  be  entered  into  with  an  emphasis  upon  anticipated  dollar 
profit  returns.  These  returns  may  well  follow,  but  the  prime 
emphasis  should  be  upon  the  duty  of  executives  to  assume  their 
role  of  leadership  in  all  phases  of  daily  living.  Participation  in 
service  clubs,  local  government,  educational  associations,  and  the 
like,  reflect  genuine  credit  upon  the  policies  of  the  company  rep- 
resented. Passive  membership  is  not  enough,  however.  Such  re- 
sponsibility dictates  a  genuine  desire  to  serve  and  to  promote 
more  wholesome  living  and  working  standards  in  the  community. 
One  of  the  most  serious  charges  levied  against  top  management 
personnel  is  that  they  are  equipped  most  admirably  to  handle 
social  betterment  problems  but  frequently  plead  managerial  re- 
sponsibility as  a  reason  to  shirk  community  responsibility.  This 

1  From  an  address  to  the  College  of  Business  Administration,  University  of 
Florida,  February  27,  1951. 
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may  be  true  in  isolated  instances,  but  the  executives  having  the 
greatest  business  duties  are  frequently  the  ones  who  will  par- 
ticipate most  completely  in  community  service. 

Furthermore,  business  leaders  should  be  the  first  to  recognize 
and  praise  meritorious  action  in  others,  whether  they  be  com- 
munity leaders  or  business  competitors.  A  realization  that  each" 
morally  useful  advance  in  society,  no  matter  who  has  generated  it, 
is  a  step  forward  in  the  achievement  of  a  more  ethical  society 
should  cause  a  favorable  reaction  in  the  minds  of  all  business  ex- 
ecutives. One  excuse  for  a  lack  of  moral  consideration  in  business 
has  been  the  widespread  feeling  that  no  matter  how  ethically 
operated  one  firm  may  be,  others  will  be  unethically  operated  and 
may  take  advantage  of  such  low  standards  for  personal  business 
gain.  The  profit  motive  in  society  is  frequently  offered  as  the 
cause  for  this  condition.  The  truth  of  the  matter  is  that  it_is  ex- 
tremely  difficult  to  operate  unethically  in  a  successful  manner 
whHra~paTt^rfr-trf  good  operation  is  before  the  public  eye.  Each 
forward  step  in  moral  practice  (or  good  business  manners)  tends 
to  make  it  that  much  harder  for  the  unethical  firm  to  survive  the 
scathing  denunciation  of  public  opinion.  Moreover,  when  a  few 
firms  by  unethical  practice  besmirch  the  reputation  of  the  many 
more  good  firms  in  the  public  eye,  management  must  take  a  hand 
in  promoting  better  practice.  Thus  recognition  and  accolades 
for  good  practice  tend  to  foster  and  develop  further  improve- 
ment in  most  instances. 

Management  itself  can  do  much  to  further  the  improvement 
of  executive  practice.  By  proper  selection  of  junior  executives, 
by  the  inculcation  of  moral  values  in  their  minds,  and  by  the  de- 
velopment of  a  lasting  program  of  ethical  training  for  the  young 
executive,  the  industries  of  the  nation  can  mold  a  better  manage- 
ment team  for  the  future.  Since  it  has  already  been  indicated  in 
this  volume  that  moral  improvement  is  frequently  to  be  measured 
in  long-term  benefits,  there  is  ample  time  for  the  development 
of  a  proper  educational  program  in  good  company  manners.  Re- 
sults should  not  be  measured  in  immediate  monetary  returns  but 
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in  the  long-term  value  of  future  respectability.  Many  executives 
know  that  this  is  true,  and  that  the  pathway  of  economic  life  is 
strewn  with  the  remnants  of  many  firms  that  failed  to  recognize 
good  operating  values.  Merchandising  firms,  such  as  John  Wana- 
maker  and  Company,  F.  W.  Woolworth  and  Company;  bank- 
ing firms,  such  as  Eastman,  Dillon  and  Company;  productive 
enterprises,  such  as  the  General  Electric  Company  and  Proctor 
and  Gamble,  all  have  built  their  enterprises  upon  a  growing 
recognition  of  the  value  of  moral  responsibility  in  economic  life. 
It  is  true  that  some  violations  may  occur  even  in  the  companies 
mentioned,  but  such  conditions  are  becoming  more  rare  as  man- 
agement progresses  in  ethical  practice  to  conform  with  society's 
ideals. 

PUBLIC  RESPONSIBILITY 

Not  the  least  affected  by  the  need  for  improved  morality  in 
business  life  is  the  general  public.  Actually  the  end  goal  of  busi- 
ness ethics  is  the  provision  of  greater  satisfaction  along  with 
economic  production  for  the  public  itself.  The  greatest  practi- 
cal gains  to  be  derived  from  a  strong  program  of  public  morality 
are  the  values  of  better  products  and  services  at  a  more  honest 
price  structure.  In  fact,  it  becomes  quite  difficult  to  measure  ac- 
curately the  real  gains  which  accompany  a  moral  program.  For 
example,  the  "Truth  in  Advertising"  campaign  of  Gimbel 
Brothers,  a  large  department  store,  cannot  be  evaluated  at  a  dol- 
lar figure  in  respect  to  gains  received  by  the  customers.  Instead, 
the  values  may  be  nonmaterial  and  consist  of  the  satisfaction  of 
knowing  that  the  desired  service  or  product  is  what  the  buyer  in- 
tended it  should  be.  This  undoubtedly  contributes  to  peace  of 
mind  and  a  distinctly  friendly  feeling  toward  the  merchant.  But 
it  is  just  this  nonmaterial  characteristic  of  ethical  values  that  makes 
it  difficult  for  the  public  in  general  to  concern  itself  with  crusades 
or  programs  designed  for  the  unlift  of  the  business  system. 

However,  without  the  acceptance  of  the  need  for  improved 
business  morality  in  the  minds  of  the  public  at  large,  and  without 
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a  keen  interest  displayed  in  measures  designed  to  promote  a  better 
development  of  ethical  standards,  then  it  is  difficult  to  envisage 
a  strong  effort  on  the  part  of  business  in  general  to  improve.  Since 
the  results  of  ethical  practice  are  frequently  nonmaterial  in  the 
short  run,  then  public  recognition  and  gratitude  are  essential  to 
improve  economic  standards.  Such  acceptance  can  be  revealed 
through  praise  of  ethical  merchants  or  business  men  given  by  civic 
groups  or  service  clubs,  or  through  news  stories  noting  the  bene- 
fits received  from  good  business  manners.  Citizens  can  show  in- 
terest in  good  company  policy  by  writing  letters  to  company 
officials  expressing  appreciation  for  the  ethical  treatment  received 
from  company  personnel.  In  addition,  continued  or  increased 
patronage  will  tend  to  promote  good  results  both  for  the  mer- 
chant and  the  citizen.  The  development  of  business-community 
relations  is  necessarily  a  two-way  job  if  it  is  to  be  successful  at 
all. 

The  greatest  Regulating  force  in  the  nation  today  is  that  of 
public  opinion.  TRelmpact  of  public  disapproval  upon  unethical 
business  practice  can  cause  great  improvement  upon  the  policies 
used  by  management.  Unfortunately,  this  form  of  control  is  slow 
to  develop,  and  only  when  practices  become  so  flagrantly  un- 
ethical that  the  public  can  no  longer  close  their  eyes  to  events 
around  them  does  this  mechanism  actually  become  operative. 
However,  once  the  public  does  recognize  the  fact  that  business 
is  conducting  itself  in  a  manner  detrimental  to  the  best  interests 
of  society  then  its  displeasure  may  drive  the  firm  from  the  busi- 
ness world  entirely.  It  is  possible  to  evade  responsibility  to  the 
public  for  a  short  time,  but  for  long-run  results  every  business 
firm  must  remember  that  the  public  is  the  basic  regulating  force  in 
a  democracy.  This  is  even  more  true  for  ethical  practices  than  for 
any  other  regulatory  problem. 

One  further  word  must  be  added  concerning  the  importance 
of  public  attitudes  in  controlling  unethical  practices.  All  business 
leaders  are  members  of  the  public.  Consequently,  bad  business 
practices  by  business  leaders  that  hurt  the  public  are  actually  de- 


Trends  in  Moral  Practice  257 

veloped  by  members  of  the  public  itself.  Thus,  every  citizen 
must  consider  that  the  control  of  moral  practice  is  a  personal 
problem  that  he  or  she  must  solve.  Personal  participation  in  the 
development  of  public  opinion,  in  the  correction  of  business 
abuses,  or  in  setting  codes  for  public  or  business  behavior  is  the 
duty  of  every  member  of  this  society.  Students  in  classroom 
analysis  of  business  practice  should  constantly  remind  themselves 
of  their  responsibility  to  look  for  manifestations  of  good  or  bad 
practice  and  plan  for  corrective  or  congratulatory  action,  which- 
ever appears  to  be  required  by  circumstances.  Furthermore,  each 
student  should  study  the  success  formulae  of  successful  business 
leaders,  so  that  he  can  evaluate  the  moral  conditions  under  which 
these  leaders  achieved  prominence.  If  this  is  done,  the  pool  of 
executive  talent  into  which  industry  reaches  for  managerial  skill 
will  be  indoctrinated  already  with  the  means  for  successful  moral 
action.  Moreover,  these  same  individuals  will  face  up  to  their 
civic  responsibilities  with  a  clear  realization  of  their  role  as  busi- 
ness regulators. 

government's  position 

r.i  A  large  portion  of  the  responsibility  for  good  practice  must 
necessarily  fall  upon  the  various  governing  bodies  found  in  this 
country,  local,  state,  and  national.  Government,  both  by  precept 
and  example,  can  be  a  powerful  force  working  toward  the  im- 
provement of  practice  throughout  business  and  industry.  The 
simple  fact  that  government  today  is  in  reality  a  form  of  busi- 
ness enterprise,  particularly  in  operating  and  financial  conditions, 
makes  it  a  prime  example  of  the  type  of  operation  desired  by  the 
people.  Every  citizen  is  indeed  a  shareholder  in  the  government 
corporation.  Thus,  the  government  assumes  the  character  of  that 
form  of  business  most  desired  by  the  majority  of  people.  This  is 
a  powerful  force  for  the  public  good. 

Recent  disclosures  of  governmental  incompetence,  inefficiency, 
and  malpractice  have  caused  great  shock  to  many  persons  who 
considered  the  government  far  beyond  any  activity  of  this  nature. 
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However,  the  people  have  demanded,  through  their  articulate 
representatives  in  Washington,  that  all  such  conditions  be  fer- 
reted out  and  the  guilty  parties  dismissed  or  otherwise  punished. 
The  wheels  of  such  massive  investigations  turn  slowly,  however, 
and  it  will  be  many  months  before  full  corrective  measures  can 
be  applied.  It  is  to  be  anticipated  that  public  demands  will  con- 
tinue for  high  ethical  service  among  governmental  leaders  and 
employees,  so  that  the  prosecution  of  the  corrective  action  may 
be  carried  on  to  the  fullest  extent. 

The  other  side  of  the  responsibility  of  government  in  this 
area  is  through  the  development  of  fair  and  constructive  legisla- 
tion designed  to  promote  good  practice  in  the  economy.  It  must 
be  clearly  defined  in  nature  so  that  it  will  not  be  restrictive  legisla- 
tion except  against  the  practices  of  those  who  might  be  guilty 
of  moral  wrongdoing.  Those  firms  adhering  to  a  code  of  good 
practice  might  well  be  unrestricted  in  their  operation  so  that  the 
fullest  measure  of  the  economic  concept  of  freedom  of  enterprise 
be  maintained.  The  theory  that  a  democratic  form  of  government 
operates  through  the  will  of  the  people  in  order  to  protect  their 
welfare  clearly  defines  its  responsibility  in  promulgating  the  type 
of  legislation  which  will  make  unethical  practices  unprofitable. 

Through  the  election  of  proper  administrative  leaders  for 
government  and  through  the  establishment  of  good  appointive 
procedures  for  personnel  not  publicly  elected  to  office,  the  public 
can  maintain  the  best  quality  of  leadership  in  government.  It  is 
necessary  to  study  also  the  system  of  remuneration  for  high  offi- 
cials, so  that  comparative  equality  with  private  industry  may  be 
attained  in  salary  scales.  Citizens,  whether  they  be  ordinary  per- 
sons or  individuals  of  great  economic  importance,  should  be  ready 
to  serve  the  government  in  office  or  upon  commissions  whenever 
the  need  exists.  Failure  to  adhere  to  this  standard  means  a  real 
loss  has  been  suffered  in  the  conduct  of  the  democratic  form  of 
government.  This  cannot  be  permitted  if  the  government  is  to 
assume  its  full  social  and  economic  role. 
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A  POSITIVE  PROGRAM  FOR  IMPROVEMENT 

In  summarization  of  this  study,  one  must  realize  that,  although 
gains  have  been  substantial,  the  greatest  area  for  moral  advance  in 
economic  life  still  is  ahead.  In  spite  of  all  the  progress  civilized 
society  has  made  up  to  the  present  time,  there  are  still  many  gaps 
to  be  filled  and  many  corrective  steps  to  be  taken.  Only  by  a 
clear  knowledge  of  the  problems  yet  to  be  faced  and  possible 
programs  that  can  be  developed  will  moral  practice  be  placed 
upon  a  truly  high  level.  Yet  the  general  public  demands  such 
improvement.  With  this  in  mind  the  following  points  seem  most 
important  as  immediate  ethical  goals  for  business  enterprise. 

1 .  By  Business 

a.  Develop  among  executives  and  employees  a  keen  sense  of 
social  responsibility  and  community  service. 

b.  Develop  operating  policies  designed  to  provide  the  public 
with  the  maximum  degree  of  satisfaction  from  the  services  pro- 
vided by  the  business  or  industry. 

c.  Promote  industrial  programs  including  the  codification  of 
rules  and  regulations  specifying  good  practice. 

d.  Show,  by  example,  the  value  of  good  practice  yet  do  not 
utilize  such  good  practices  as  an  advertising  mechanism.  Good 
practice  should  be  considered  as  normal  operation  and  not  as 
extraordinary  public  service. 

e.  Allow  key  personnel  considerable  latitude  in  accepting 
governmental  service  responsibilities  whenever  national  policy 
dictates  a  need  for  their  skills. 

f.  Adopt  fair  policies  for  labor  relations  and  collective 
bargaining. 

g.  Establish  fair  and  adequate  wage  and  salary  scales  so  that 
employees  will  serve  as  satisfied  members  of  the  business  and 
geographic  community. 

h.  Provide  fair  and  adequate  service  to  all  customers  of  the 
firm. 

i.  Consider  it  important  to  provide  service  to  any  segment  of 
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society  through  advice,  consultation,  fund  development  or  other 
services  that  may  appear  beneficial  to  society  according  to  the 
accepted  standards  of  the  day. 

2.  By  Government 

a.  Establish  goals  of  good  practice  for  business  and  industry 
in  general. 

b.  Promote  the  codification  of  such  goals  into  a  uniform  pat- 
tern whereby  the  adoption  of  such  goals  will  be  accomplished 
with  a  minimum  of  difficulty. 

c.  Prosecute  fully  those  firms  or  individuals  guilty  of  unethical 
practices. 

d.  Provide  rewards  (nonfinancial)  for  practices  especially 
beneficial  to  the  public  interest. 

e.  Demand  examples  of  good  moral  practice  from  all  em- 
ployees of  the  government. 

f .  Realize  fully  the  importance  of  proper  economy  in  all  phases 
of  public  life. 

g.  Take  all  steps  possible  to  insure  that  the  operation  of  the 
government  is  conducted  on  the  highest  possible  ethical  plane 
so  that  no  shade  of  criticism  can  be  levied  against  governmental 
employees  at  either  high  or  low  levels. 

3.  By  the  Public 

a.  Patronize  those  businesses  that  promote  public  confidence 
in  their  operations  through  established  practices  of  the  highest 
moral  order. 

b.  Be  willing  to  acclaim  publicly  the  firm  operating  under  good 
ethical  conditions. 

c.  Be  willing  and  ready  to  criticize  and  disapprove  that  firm 
guilty  of  unethical  operations. 

d.  Take  fullest  opportunity  of  the  right  as  a  private  citizen  to 
participate  actively  in  community  affairs. 

e.  Educate  and  train  one's  self  into  proper  buying  and  con- 
sumption habits. 

f .  Investigate  or  report  seemingly  unethical  practices  of  firms 
in  the  community. 
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g.  Actively  participate  in  community  or  social  movements  de- 
signed for  the  betterment  of  business  practice. 
4.  By  the  Church 

a.  Through  a  conscious  effort  by  all  church  officers  in  the 
publications  of  values  to  be  achieved  from  good  moral  practice, 
exert  the  leadership  that  has  been  expected  from  this  institution. 

b.  Openly  criticize  malpractices  found  in  the  economy. 

c.  Develop  more  concrete  examples  of  the  importance  of  good 
moral  habits  to  society. 

d.  Instill  in  minds  of  church  members  the  importance  of  seven- 
day  ethics  instead  of  seventh-day  good  habits. 

The  struggle  for  good  moral  practice  will  continue  as  long 
as  individuals  believe  that  a  proper  way  of  life  has  its  own  rewards 
or  until  the  goal  of  universal  ethics  has  been  achieved.  The  latter 
is  a  long  road,  but  results  achieved  so  far  indicate  that  it  will  be 
followed  to  its  ultimate  conclusion  or  society  may  fail.  The  col- 
lapse of  a  good  social  structure  is  too  great  a  catastrophe  to  com- 
prehend and,  thus,  it  must  not  be  allowed  to  come  to  pass.  Con- 
tinued improvement  in  moral  conduct  in  business  activity  will 
provide  a  beacon  to  those  in  all  other  walks  of  life. 
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